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The Living Organism of Our Society 


By WALTER LIPPMANN, Special Writer for the N. Y. Herald-Tribune. 


Anniversary Address, delivered at the New York Academy of Medicine, December 19, 1935. 
(Manuscript supplied by the Academy.) 


HEN Dr. Hartwell and Dr. Pool invited me to 
speak here this evening, they suggested that I might 
talk upon some aspects of the relation between the 

medical profession and the community. ‘They supplied me 
with a collection of pamphlets and reports and reprinted ad- 
dresses dealing with medicine in its public relations. I read 
But the more | thought about the questions 
For I realized that I 
did not really understand them and that all I could hope 
to do was to enlighten you about the extent of my own ig- 
At this point I began to wonder wistfully whether 
the Ethiopian war might not require my presence in London 
or Geneva or Addis Ababa tonight; for this seemed a not 
wholly unconvincing way-of letting the Academy of Medicine 
solve its problems without my assistance. 

1 am making this confession of embarrassment and 
cowardice because it enables me to boast about my sudden 
discovery of a triumphant solution of this predicament. If 
| were a politician, I said to myself, | should, of course, have 
to act as if | knew the answer to every problem: what poli- 
tician has ever admitted that he did not know the answers to 
anything? Perhaps If 1 were a commentator on current 
affairs I could not escape expressing an opinion even if I 
were not entitled to an opinion. But surely, I thought, in 
a gathering of medical men it will be easy to say candidly that 
there are aches and ills which flesh is heir to that even the 
best physician does not understand and cannot cure. After 
that I felt at ease. It is a great relief to come from the world 
of public affairs, where no one dares to admit that he does not 


them diligently. 
at issue, the more uneasy I became. 


norance, 


know, where no one ever admits that he has made a mistake, 
where no one ever admits that he is puzzled, into a world 
where it is respectable and honorable and safe to put aside 
the pretension of infallibility and of omniscience. 

I should like to discuss an aspect of the philosophy of 
government in a disordered world. Philosophy is perhaps 
too pretentious a name: what I have in mind is an attitude 
towards government which, when it becomes articulate and 
explicit may be dignified as a philosophy. 

In the realm of government, whether a man is simply 
an interested citizen or an active politician, or a responsible 
official, or a student and thinker, the subject matter is com- 
plex, it transcends his personal observation and experience, 
it comprises an extraordinary large number of intricately re- 
lated variable elements. In order to think about politics 
at all, in order to make public affairs comprehensible to the 
human mind, men have to create for themselves some kind 
of mental image, some sort of model, some hypothetical pat- 
tern which is simpler and more familiar than the reality 
which William James used to call the buzzing, blooming 
confusion of the actual world. It is beyond the power of 
ordinary minds—I am tempted to say that it is beyond the 
power of any mind—to deal continually and effectively with 
the data of experience in all their raw, heterogeneous fullness. 

At different times in the course of history men have used 
different images to represent to themselves the social order 
in which they live. One of the oldest and most persistent of 
these images is derived from the patriarchial family; the 
relation between the ruler and his subjects is conceived as 





CONTENTS 


THE LIVING ORGANISM OF OUR SOCIETY 
mann, Special Writer, New York Herald Tribune 


THE MYSTERY OF DEATH. By Alexis Carrel, M.D., Author 


By Walter Lipp- 


of “Man, the Unknown” eS P 188 
BUSINESS REVIVAL. And Government Policy. By Winthrop W. 

Aldrich, Chairman, Chase National Bank Sb io we ay So 
4 REASONABLE PUBLIC UTILITY LAW. By Wendell L. 

Willkie, President, Commonwealth & Southern Corporation . . . 197 


THE DANGER ZONE—And Reasons for Resignation. By Sir 
Samuel Hoare, Former Foreign Secretary of Great Britain 


THE CONSTITUTION: GUARANTEE OF ECONOMIC LIBER- 
ALISM. By George W. Maxey, Justice of the Supreme Court 


of Pennsylvania 206 
INDUSTRY’S RESPONSIBILITIES BROADEN. By Alfred P. 
Sloan, Jr., Chairman, General Motors Corpoation er doe 12 





VITAL SPEECHES OF THE DAY is published fortnightly by the City 
News Publishing Co. (Inc. 1911), 33 W. 42nd St., New York City, N. Y. 


Telephone LOngacre 5-4040 


Tuomas F. Dary, President and Treasurer 
Grorce W. Laugy, Vice President and Secretary 





Tuomas F. Daty, Editor F. V. Linpiey, Associate Editor 





Subscription Rate: $3.00 a year. 





Entered as Second Class matter December 24, 1934, at the Post Office at 
New York, N. Y., under the Act of March 3, 1879. 














Walter Lippmann 





187 





similar to that between the patriarch and his children. Then 
there is the image derived from war: the ruler’s relation to 
his subjects is conceived as the relation between the chieftain 
and his warriors. This, incidentally, is a social image which 
has recently had a spectacular recurrence in the fascist states 
of Europe. Again and again, from the time of the Graeco- 
Roman thinkers, men have at certain times conceived society 
as a body politic in which each class, each rank, was an essen- 
tial member. Usually the current image has been an imi- 
tative reflection of the accepted or dominant science of the 
age. Thus in the Eighteenth Century, the profound im- 
pression made upon men by the Newtonian conception of the 
physical world was carried over into politics, and men con- 
ceived society as a system of forces. Our own constitutional 
system was devised by men who had the daring to conceive 
a federal republic in which the states would remain as dis- 
tinct as the separate planets and as unified as the solar system. 
In the Nineteenth Century, the Darwinian imagery took 
possession of many political thinkers: economic competition 
and the imperialist competition of national states were re- 
garded as illustrations of the struggle for existence of a sur- 
plus population in an insufficient environment and of the 
survival of those most fitted to survive. 

Now in our own day a different image has taken posses- 
sion of many influential minds. Let us call it the image of 
the statesman as engineer. It is not hard to account for its 
popularity and persuasiveness. The most obvious triumphs 
of modern man, those which are most easily appreciated, are 
his great buildings, his great ships, his great machines, his 
great tunnels, dams, canals. Mankind has been profoundly 
impressed with the contrast between the efficiency of these 
engineering works as compared with the inefficiency of states- 
men, of financiers, and of business men. The engineer, it 
seems, is able to achieve what he sets out to achieve. He can 
plan and he can carry out his plan. He knows what he is 
doing and he does it. 

So the idea took hold that society might be run by en- 
gineers, might be deliberately constructed according to a plan 
and then operated as efficiently as a great machine. When 
I was a young man, Mr. H. G. Wells was the prophet of 
this-vision and there were a few in my generation who were 
not spellbound by the idea that if only we could get rid of 
politicians and of competitive business men and turn society 
over to the engineers, a clean, orderly, efficient and gracious 
civilization would be brought into being. This vision, if you 
will remember, played an immense part in the early enthusi- 
asm for Mr. Hoover. Around 1920 he was hailed by many 
of us as the ideal ruler of men because he was not a politician 
but an engineer, though today, such is the changeableness of 
men, he is criticized precisely because he is not a politician. 
In the post-war era the image of the engineer seems to have 
taken hold not only of the best minds of the Republican Party 
in America but of the best minds of the Communist Party in 
Russia. One of the chief reasons why Soviet Russia has ex- 
erted such attraction upon so many men is that the planned 
economy of Russia seemed to be an example, the first in his- 
tory, of the application of engineering principles to human so- 
ciety. There were several years, I should say roughly from 
the crash of 1929 to the end of 1933, from the breakdown 
of prosperity to the beginning of recovery, when the ideal 
of an engineered and planned economy had almost completely 
captured the imagination of the Western World. Everyone 














who raised his voice talked about planning something, the 
Chamber of Commerce, the heads of big corporations as 
well as the New Dealers and the Progressives. No doubt 
they had different ideas of how to plan and what to plan for, 
but the underlying image dominated most minds. The notion 
finally reached its grand climax, and its reductio ad ab- 
surdum, in the vogue of technocracy. 

The point I wish to make is that the conception of gov- 
ernment as a problem in engineering is a false and misleading 
conception, that the image of the engineer is not a true 
image of a statesman, and that society cannot be planned 
and engineered as if it were a building, a machine, or a ship. 
The reason why the engineering image is a bad image in 
politics, is a bad working model for political thought, ‘s a 
bad pattern to have in mind when dealing with political is- 
sues is a very simple one. The engineer deals with inanimate 
materials. The statesman deals with the behavior of persons. 

A mode of thought appropriate to the organization of 
inanimate elements cannot be applied successfully to the or- 
ganization of animate ones. It is as radical a misconception 
as would be the attempt to become an architect by studving 
music or a horticulturist by studying astronomy. The enyi- 
neer who plans a building can calculate the weight which 
his steel will sustain. But he does not have to consider 
whether his girders and his bricks will renew their vitality 
from day to day and reproduce their kind from generation to 
generation. Nor does he have to consider whether they will be 
willing to hang together in the structure into which he has 
put them, whether the girders, for example, will grow weary 
of supporting the bricks, and begin to have purposes which he 
did not assign to them when he made his plan. 

Surely it is almost self-evident that if, as an instrument 
of political thinking, we must have a working image derived 
from some more familiar discipline, then it is to the biological 
sciences that we must look for an analogy. Since the states- 
man deals with living things, he had better take his analogies 
and his inspiration from those who deal with living things, 
from farmers, and animal trainers, and teachers, and phys- 
icians rather than from astronomers, and engineers and archi- 
tects. For analogies, images, working hypotheses, patterns, 
whatever you choose to call them, which come from man’s 
dealings with the world of living organisms will at least have 
the virtue of keeping vividly in his mind a sense of what he 
is handling. Governing is an art. It requires, as all arts 
do, a sense of touch, an intuitive feeling for the material, a 
kind of sixth sense of how it will behave. 

The masters of any profession know something more 
than it is possible to communicate; they are so sympathetically 
at one with their subject that instinctively they possess the 
nature of it. Before they have reasoned consciously, they 
have smelt, have felt, have perceived what it is and what 
to do. It used to be said that you did not have to be in the 
ring with Jack Dempsey for fifteen rounds in order to learn 
that he was a champion. Likewise, the master of a subject, 
whether he is a carpenter or the rider of a horse, a diag- 
nostician or a surgeon, will quickly disclose in the inevitable 
emergencies of any human activity whether he possesses that 
intimate feeling, that flair, that uncalculated aptitude which 
distinguishes the first-rater from the second-rater. 

Now among public affairs as elsewhere, since everything 
cannot be reasoned out a priori in each emergency, it is of 
the utmost importance that the political tradition of a coun- 
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try should predispose men towards a true and reliable sense 
of how living men in a living society behave. That is why 
the dominant imagery is so important. 

The image of a planned and engineered society has the 
effect, I believe, of destroying the intuitive feeling for what 
society actually is and of the sense of touch in dealing with 
human affairs. The grosser consequences of it are evident 
enough: in the supreme impertinence with which communist 
and fascist states treat human beings as if they were animate 
materials to be fabricated by the dictators; in the ruthless- 
ness with which they cut human nature to the shape they 
desire and nail together in designs of their own the living 
spirits of men. This notion that society can be engineered, 
planned, fabricated as if men were inanimate materials be- 
comes in its extremist manifestations a monstrous blasphemy 
against life itself. It can also take milder forms which merely 
produce temporary confusion and inconvenience as in the 
fantastic attempts, now happily concluded, to write in three 
or four months some five hundred codes for the detailed con- 
duct of all business throughout continental America. 

The man who approaches public life with a feeling for 
living organisms will not fall into the illusion of thinking 
he can plan or fabricate or engineer a human society. He 
will have the more modest aim of defending it against the 
invasion of its enemies and of assisting it to maintain its 
own balance. 

Remembering that a society is an association of living 
persons, and not an arrangement of inanimate materials, he 
will never imagine that he can impose upon those living per- 
sons and their descendants his private preferences. He will 
recognize that the function of government is not to decide 
how men shall live, what kind of men they shall be, what 
they shall spend their energies upon. Government cannot 
direct the life of a society. Government cannot shape the 
destiny of the human race. 

There are some who think that government should use 
all its powers of coercion to make the social order correspond 
with their own ideal of a nobler and more satisfying social 
order. But this is as if a doctor dealt with a patient on the 
assumption that he must use drastic medicine if he finds that 
his patient is not as strong as Hercules, as beautiful as 
Apollo, and as wise as Zeus. He would be an absurd doctor. 
The sound physician, I take it, is not attempting to make a 
superman out of his patient. He takes measures to protect 


him against the invasion of hostile bodies. He cultivates 
habits which improve his resistance. He intervenes with 
medicines and surgery when he thinks he can assist the patient 
in recovering his own equilibrium. Always, if I understand 
the faith of the physician, he regards himself not as the 
creator, designer and dictator of the nature of man but as the 
servant and the ally of nature. There are times to be sure 
when his patient is prostrate and the doctor must be the mas- 
ter of his whole regime. But even in these times, the good 
doctor will be continually seeking for ways, not to make a 
new man of his patient but to encourage those recuperative 
powers which may at last enable the patient to walk again on 
his own feet. 

There is a vast difference between those who, as engi- 
neers dealing with inanimate materials, can dictate to nature 
and those who, as physicians dealing with living organisms, 
must respect nature and assist her. My thesis is that states- 
men had better think of themselves as physicians who assist 
society than as engineers who plan and fabricate it. They 
will understand these problems better if they realize that 
society has not been invented or constructed by any man or 
any set of men but is in fact the result of the infinitely com- 
plex adaptations by innumerable persons through countless 
generations. Its destiny is beyond the power of the human 
mind to imagine it. Its reality is complex beyond the mind’s 
power to grasp it. Its energies are beyond the power of any 
men to direct it. Society can be defended. Its adjustments 
can be facilitated. Its various purposes can be clarified, en- 
lightened, and accommodated. Its aches and pains can in 
some measure be relieved. But society is not and never will 
be a machine that can be designed, can be assembled, can be 
operated by those who happen to sit in the seats of authority. 

To know this, to realize the ultimate limitations of gov- 
ernment, and to abide by them, is to have that necessary 
humility which, though for the moment it is at a discount 
in many parts of the globe, is nevertheless the beginning of 
wisdom. Without it men will use political power for ends 
that government cannot realize, and in the vanity of their 
delusions fall into all manner of cruelty, disorder, and waste. 
They will have forgotten to respect the nature of living 
things, and in their ambition to be as gods among men they 
will affront the living god. They will not have learned that 
those who would be more than human end by being less than 
human. 


The Mystery of Death 


By ALEXIS CARREL, M.D., of the Rockefeller Institute, Author of “Man, the Unknown. ” 


Delivered at the N. Y. Academy of Medicine in the series of lectures to the laity on the Art and Romance of 


Medicine, December 12, 1935. 


EATH can be defined as the disintegration of a 

living thing. ‘There are as many kinds of death as 

of forms of life. A microbe, an infusorium, a fish 

a tree, do not die in the same manner as a human individual. 

It is in the mystery of our own death, of course, that we 
are especially interested. 

In death, there are two stages. General death, or death 

of the individual, and local death, or death of the organs. 


(Abstract supplied by the Academy.) 


General death takes place after the last pulsation of the 
heart. It consists of the breaking of an association, of the 
association of tissues, blood and consciousness, which is our 
self. Local death occurs later, and is equivalent to the pro- 
gressive disintegration of our organs. We are as ignorant 
of death as we are of life. Human personality and its de- 
velopment are a mystery. A mystery, also, its disappearance. 
But we should realize there are two kinds of mysteries. 
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Those which can be conquered by our techniques. And 
those which are forever beyond our reach. The immense 
night that surrounds the flame of human intelligence hides 
two concentric realms. The realm of the Unknown, and 
the realm of the Unknowable. There is a frontier between 
these two world, a wall that we will never climb. On 
which side of this wall is death located? We do not know. 
To find an answer to this question will be a long and dif- 
ficult task. However, in the course of a few hundred years, 
science may be capable of ascertaining whether or not death 
is to remain forever a mystery. 

We have to consider death from the point of view of 
experimental science. Death possesses the manifoldness of 
life. It assumes, therefore, a philosophic, an affective, a moral, 
an esthetic, a religious, as well as an organic aspect. We 
choose to limit our investigation to experimental data. We 
will, then, have to dismiss temporarily, as irrelevant, all 
theories and doctrines, hopes and beliefs. 

Science will be compelled by our own curiosity to de- 
velop new techniques, to discover new facts, to enter new 
territories. But for the present, we must content ourselves 
with the scarcity of our data. 

There are two types of death. Premature death, 
brought about by an accident or a disease. And natural 
death, which is the result of senescence, of the wearing out 
of tissues and organs. If scientific research is allowed to go 
on for eight or ten centuries, all diseases may be suppressed. 
But there is no hope of ever conquering senescence and death. 

Death is immanent in life. It depends on factors that 
are inherent in the constitution of the body. Premature 
death, as well as natural death, is the necessary outcome of 
our mode of being. 

In spite of its manifoldness, the adult body still possesses 
the unity of the egg, from which it originated. If a bullet, 
or the impact of the automobile injures one of the nerve 
centers, or opens the heart or a blood vessel, the nutrition 
of the entire body stops, and death occurs. When bacteria 
or viruses settle in an organ, they do not limit their effect 
to that organ. Through the blood, they invade the body. 
The danger of a disease comes from the mode of nutrition 
of the organism. Blood and tissue cells live in serum, like 
fish in the water of a small pond. When serum is altered, 
all cells are bound to suffer. 

Death resulting from old age, or natural death, is de- 
termined by the same factors that cause the growth of the 
child and the maturation of the adult. The mechanisms 
responsible for the death of the old individual are already 
at work in the body of the embyro. Growth, senescence, 
and death are the outcome of irreversible chemical changes 
taking place ceaselessly within the tissues and the blood. 
These changes can be compared to a stream, which flows 
not in space, but in time. 

Natural death is the expresssion of a certain type of con- 
stitution. In the same manner as the body is limited in space, 
it has temporal frontiers. Since the time marked by a clock 
is recorded within all living beings by irreversible changes, 
the conquest of death is unthinkable. 


There are only three ways to die. Premature death, 


and death from old age occur always through the same 

mechanism. By failure of the heart, or of the central nervous 

system, or by alterations in the composition of the blood. 
Death is not instantaneous. 


It consists of a shorter or 





longer process. A man is stabbed through the heart. The 
blood escapes from the wound. Circulation and respiration 
stop. Personality vanishes. The man is legally dead. How- 
ever, he is not hopelessly dead. If proper treatment were 
applied, he would resuscitate. All his organs, even his brain, 
are still alive. The first stage of death may be called ap- 
parent, or reversible death. It is real death in the sense 
that rescusitation has no chance of occurring unless very 
difficult and exceptional measures are immediately taken. A 
few minutes later comes irreversible death. At this stage, 
resuscitation is no longer possible, because of the disintegra- 
tion of the brain and other cerebral centers, and finally of 
all organs and tissues. Each organ dies at its own rate. 
The dissolution of the individual is a history. We have to 
learn the details of this history in order to be capable of 
preventing certain types of death. 

The length of the period of apparent death depends on 
the external temperature, the previous state of the body 
and other factors. It extends from the last pulsation of the 
heart to the time of the disintegration of the nervous sub- 
stance. Stewart and Guthrie found that the respiratory 
center located in the upper part of the spinal cord does not 
stand complete anemia for more than thirty minutes. Ac- 
cording to Crile, the cells of the brain survive hardly six to 
eight minutes after circulation has stopped. 

After death has become definitive, the body is still 
almost entirely alive. Then organs and tissues begin to die, 
each in its turn. In an experiment made at the Rockefeller 
Institute, a kidney was removed from a dog, left outside of 
the body for more than an hour, and grafted back into the 
animal. - In spite of this long period of anemia, its condition 
remained normal. The circulation of a limb, as is well 
known, can be stopped completely for three or four hours 
without any damage to the tissues. Fragments of skin taken 
from a dead body have been grafted successfully on a wound. 

When a cell is projected on the screen at such a mag- 
nification that it reaches the size of a dog or even of a man, 
the details of its life, its agony, its death, are quite impres- 
sive. In its body the nucleus floats like a balloon, surrounded 
by a ceaseless agitation of granules and snake-like organs. 
Long arms flow from the outer membrane and extend into 
the surrounding medium. The first symptom of approaching 
death appear on the surface of the cell. At many points, 
the outer membrane starts to bubble. Vesicles develop, and 
suddenly collapse. The once smooth surface resembles boil- 
ing water. The arms, or pseudopods, lose their slenderness 
and the beauty of their form. They crumble. The whole 
being rounds up and is shaken by violent convulsions. Then 
it become completely immobile. Death has taken place. 
The cell may keep its form for a long time, like a corpse 
preserved in the sand of the desert for twenty centuries. 
Generally, a new type of activity develops after a few mo- 
ments. The nucleus loses its shape. The other organs be- 
come indistinct. The body increases in size. Its surface 
bursts. Some fluid spreads outside. Then these remains 
begin to shrink, and completely vanish. 

Mental activities generally disappear before the death of 
the body. These activities, which we know as an aspect of 
the living body, never manifest themselves after organic 
disintegration. Nevertheless, hundreds of millions of people 
believe in the immortality of the soul. Such a faith belongs 
to the domain of religion and philosophy. Not to that of 


189 

























































190 





Vital Speeches of the Day 





experimental science. However, the spiritists claim that the 
survival of the soul has been demonstrated. ‘That they pos- 
sess the experimental proof of this phenomenon. That mes- 
have been received from dead individuals. These 
individuals are supposed to have revealed, through the help 
of a medium, certain secrets. Sir Oliver Lodges believes 
that he is i A number of 
articles and books have been published on life after death. 
‘The evidence brough out by psychical research is as follows: 
A medium in a trance receives from a so-called communicator 
information regarding certain circumstances of his life or 
death. These details are unknown to those present at the 
sitting. But later they are proved to be accurate. Similar 

velations occur also in automatic writing. The spiritists 
issume that the communications received in this manner about 
ome events of the life of a dead man show that his mind 
still survives. 


sages 


in communication with his son. 


‘There is no scientific proof at the present time, of the 
urvival after death of the mind, or of a part of the mind. 
Rut no one has the right to say that such survival is im- 
possible, 

Man will never conquer death. For death is an essen- 
tial characteristic of our self. But he will not tire of seek- 
ing youth. Medicine and hygiene have already considerably 

‘duced the number of premature deaths. Each new born 
child has an expectation of life of nearly 60 years. Still 
more important results will be obtained when degenerative 
diseases are better known. Also when accidents are pre- 

Some day, almost every individual may reach 
senescence, and die of old age. Can we progress farther? 
Perhaps if we learn more about these mechanisms of life 


that This problem can be attacked in 


vented. 


bring about death. 
several different ways. 
The first one consists of analyzing the conditions re- 
Such studies are the main 
purpose of two methods: the method of tissue culture, and 
that of the cultivation of whole organs outside of the body. 
when small fragments of tissue, removed from an organ, 
are cultivated like colonies of bacteria, they grow for a while, 
age, and die. What is the cause of death? Probably the 
waste products set free by the living cells. According to 
this hypothesis, the colonies of cells were washed frequently 
in. a saline solution, and given proper food. A striking re- 
sult was obtained. Aging and death was suppressed. The 
colonies originating from a fragment tissue extirpated from 
a chick embryo nearly 24 years ago are still alive. Not only 
are they alive, but they grow as actively as on the first day. 
‘They double in size every 48 hours. Two important facts 
were brought to light by this experiment. First, removal 
of waste products and proper food prevent, in a colony of 
tissue cells, the occurrence of death. Second, the cells that 
build up the body are capable of unlimited multiplication. 
‘They are potentially immortal. Still more useful informa- 
tion can be obtained from viscera living outside of the body. 
An organ such as the thyroid gland, ovary, testicle, spleen, 
etc., is placed in an apparatus recently invented by C. A. 
Lindbergh, where it is completely protected from bacterial 
infection. ‘Through its arteries a nutrient fluid is caused 
to pulsate and circulate, just like the blood pumped by the 
heart through the whole body. Under these condtions 
organs taken from dead animals not only survive, but also 
grow, and set free active substances in the circulating fluid. 


sponsible for the aging of tissues. 


Thus, the mechanisms underlying the development, or the 
degeneration, of anatomical structures may be analyzed. The 
presence of certain chemical substances, and the lack of 
elimination of waste products are found to cause most of 
the alterations in the organs. 

A second manner of opposing death is the search for 
the physiological factors that determine longevity. Although 
modern hygiene has greatly increased the average duration 
of life, it has not added one year to the life span of the 
individual. The existence of centenarians, however, demon- 
strates that our body possesses greater potentialities than we 
realize. There are, probably, besides hereditary qualities, 
certain modes of life, certain diets, certain mental attitudes 
capable of promoting longevity. The study of these condi- 
tions is still in its infancy. However, it has already brought 
to light some significant facts. For instance, the population 
of pure-bred mice, which inhabited the mousery of the Rocke- 
feller Institute, showed that longevity does not depend only 
on heredity. And that it can be modified at will. These 
mice lived, on an average of 17 to 19 months. A mouse 
of 20 months can be arbitrarily compared to a human being 
of 60 years old. Thirty-two months is a very old age. In 
several groups of the population, no mouse reached this age. 
In 23,000 animals that were observed during the entire course 
of their existence, only 5 were caused to live more than 
38 months. One died at 42 months. The age of 32 months 
may be assumed to be equivalent to extreme old age in 
human beings. The experiments demonstrated that as simple 
a factor as a modification in the diet is capable of augment- 
ing longevity. But the diets that determined an increase in 
the stature, in the average duration of life, in the number 
of the young and the size of the litters, and a decrease in 
the incidence of pneumonia, did not promote longevity. On 
the contrary, the life span increased in groups fed on diets 
that reduced the size of animals and caused a high death 
rate during the first month of life. These diets were of 
great diversity. For instance, fasting, combined with a well- 
balanced diet, for several generations, increased the longevity 
of the individuals, their alertness and muscular strength, 
while diminishing their stature. Strange to say, a deficient 
diet, which reduced the size by more than 30%, or certain 
toxic substances in small amounts, also permitted a larger 
number of animals to reach extreme old age. The life span 
is far from being a rigid characteristic of a given race. It 
is extremely probable that a greater longevity could be in- 
duced in man, as in mice, by appropriate changes in the 
diet and mode of living. 

Death could also be retarded by a rejuvenating operation. 

It is not impossible that, in the course of the next two 
or three centuries, rejuvenating procedures will be brought 
within the reach of medicine. 

The average duration of human life has already been 
increased markedly. It is quite probable that the maximum 
duration of life also can be more or less considerably ex- 
tended. Unforseen discoveries may suddenly open up new 
possibilities in the field of rejuvenation. The fight of man 
against death will perhaps succeed too well. For the arti- 
ficial postponement of death of a large number of individuals 
would be a far greater calamity than death itself. 

Death is neither a calamity nor a blessing. It is a 
necessity, an indispensable condition of life. Our habits 
and institutions are based on its existence. On the fact that 
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a nation consists of a sequence of individuals. Death pre- 
vents the over-crowding of the earth. It liberates the new 
generations from the burden of the old. If the span of life 
were suddenly increased to one hundred years, civilized coun- 
tries could not stand the economic weight of populations 
composed mostly of senescent individuals. We do not realize 
the immense help brought to society by premature death, that 
is, by diseases and accidents. Death has been the builder of 
civilization ; the weak, the diseased, the fools, were not capable 
of resisting its attack directly, or learning how to protect 
themselves against illness. Through natural selection, the 
strong and the intelligent persisted, and the great races de- 
veloped. The success of our battle against death has almost 
suppressed natural selection. The weaklings have become 
artificially the equal of the strong. And civilized countries 
are encumbered with those who should be dead. However, 
the significance of premature death is still important. De- 
generative diseases enormously shorten the duration of se- 
nescence. They render quite rare natural death, which is due 
to the wearing out of the organs. They enfranchise individ- 
uals from long, dreary years, and society from useless weight. 
























Death is not an extraneous accident. It is a part of 
our self. It is present in the genes of the ovum. It works 
within our tissues and blood still more actively before birth 
and during infancy than in youth and maturity. It is prob- 
ably the price that we have to pay for our agility, the com- 
pactness of our body, the beauty of our consciousness. 

For every man death has a different meaning. Because 
death is bound to one’s life. And the significance of life 
varies with each individual. In general, death is like the 
end of a dull, mediocre, sad day. Sometimes the peace of 
sunset in the mountains. Or the rest of the hero after the 
battle. Exceptionally the immersion of the soul in the 
splendor of God. In order to apprehend, beyond the realm 
of symbols, the true meaning of death, one must study life, 
and not death. Experimental science has to reintegrate the 
mind in the domain of reality. To study it as eagerly as 
chemical and physiological phenomena. To follow it in all 
its manifestations, especially in its abnormal manifestations. 
And perhaps some day, in a very distant future, a pleiad of 
geniuses greater than Galileo, Newton, or Pasteur, may rise 
and explore the abysses of our body and of our soul, and 
unveil the mystery of life and death. 


Business Revival and Government 
Policy 


By WINTHROP W. ALDRICH, Chairman, Board of Directors, The Chase National Bank of the City of New York. 
Delivered before The Chamber of Commerce of Houston, Texas, December 11, 1935. 


R. CHAIRMAN, Laptes aND GENTLEMEN: 
It was almost exactly a year ago today that I 
last had the pleasure of visiting Houston. At that 
time I had the opportunity of presenting informally to a 
number of gentlemen who are here tonight my impressions 
of general business conditions, and also the opinions which 
I had come to hold with regard to certain great problems 
which were then facing the country. Looking back upon 
what I then said I do not feel that I need apologize for my 
analysis of business conditions. But, if any of you who re- 
member what I said with regard to what I considered to 
be sound governmental policy had assumed that I was at- 
tempting to prognosticate the course of events in Washington 
during the past year, you would be justified in feeling that 
I was not a good prophet. 

A year ago today the acute pessimism which had existed 
during the summer of 1934 had just began to be dissipated 
by an upturn in the trend of business. This upward trend 
carried through with some vigor into February of 1935. 
Then there was a moderate reaction which lasted from 
February through May of 1935, but last June the upward 
swing commenced again, and since early July business has 
moved steadily forward with increasing impetus, giving by 
all odds the most impressive display of economic strength 
which has been seen in this country since the great depres- 
sion began. This improvement has recently caused many 


people to wonder whether we have not at last reached the 


Unfor- 


point where the end of our difficulties is in sight. 





tunately the current upward trend in the indices of business 
does not necessarily mean that we have been able to correct 
the adverse fundamental conditions which created the de- 
pression from which we are suffering. Until these condi- 
tions have been corrected we cannot be certain that the 
symptoms of recovery which we are now enjoying will con- 
tinue to the re-establishment of normal business. 

It is true that one major problem has been solved. The 
weak points in our banking system have been cleared up; 
unsound banks have been eliminated; public confidence in 
the banks has been restored; and the Banking Act of 1935, 
as rewritten in the United States Senate under the leader- 
ship of Senator Carter Glass, constitutes a definite improve- 
ment in our banking laws. 

Outside of the solution of the banking problem, how- 
ever, the adverse fundamental conditions have either not 
been dealt with at all or have been temporarily concealed. 
I shall later go into more detail with regard to certain of these 
adverse fundamentals, but before doing so I wish to say a 
few words with regard to the reasons why, in my opinion, 
business has recently been improving and continues to im- 
prove in spite of the fact that so little has been accomplished 
in correcting the underlying difficulties. 

The first important factor in the current business re- 
vival is the lessening of fear. From the late summer of 1933 
to the summer of 1935 business was depressed far below the 
point which was justified by the existing economic facts. 
This situation, I feel certain, was created to a large extent 
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by fear. ‘This fear emanated from the plans and policies 
of the so-called “New Deal.” It was fear which existed 
not only in the minds of business men and financiers, but 
was widespread throughout the population, that the very 
nature of our Government was about to be changed. It 
was fear that we were to have imposed upon us a system 
in which edicts from Washington promulgated on the initia- 
tive of the Executive and representing the personal will of 
the President, would replace the system of laws of general 
and definite application to which we had become accustomed. 
lt was fear that governmental fiat would replace the deci- 
sions of business men and farmers with respect to their 
productive and marketing activities; that governmental 
boards would replace free competition in the markets in 
determining prices at which goods should be sold; that new 
enterprises could be started, if at all, only by governmental 
permission; and that banking and finance generally would 
be subjected to political control. There was also fear that 
the liberties guaranteed to the people under the Constitution 
of the United States and the powers reserved under the Con- 
stitution by the states would be gravely impaired. All of 
these fears were widespread. The political tendencies which 
created these fears seemed overwhelmingly strong, and there 
was a feeling almost of hopelessness with regard to the pos- 
sibility of successfully combating them. Today these fears 
have. been greatly abated. 

In the first place, we know that the Supreme Court of 
the United States, interpreting the Constitution of the United 
States, commands the overwhelming respect and support of 
the American people. Few things have given more courage 
to American business and finance than the decision of the 
Supreme Court regarding the N. R. A. and the magnificent 
rallying of American public opinion to the defense of the 
Court when its decision was challenged. 


In the second place, we now know that the Congress 
will no longer accept uncritically all measures which have 
or are supposed to have the sanction of the Executive, but 
that, on the contrary, if given the time to do so, it will study 
these measures, listen to informed criticism of them, and will 
modify them. 

The Banking Bill of 1935, as finally passed by the 
Congress, represents, as I have already said, a definite im- 
yrovement in the existing law, and is an entirely different 
ill from that originally presented by Mr. Eccles. 

The Public Utilities Bill, bad as it is, is a much im- 
proved measure as compared with the first draft prepared 
by Messrs. Cohen and Corcoran. The House Committee 
conducted hearings at which informed criticism of the 
measure was presented and struck out some of its worst 
provisions. I venture to express the doubt whether the bill 
ever would have become law if the time had been sufficient 
for the actual effect of the bill as passed to be fully under- 
stood by all of the members of Congress. 

The hastily improvised Tax Bill of 1935 has raised 
rates in the higher brackets to levels that must very greatly 
discourage enterprise and the accumulation of capital for 
productive purposes, and must drive a great deal of capital 
into tax-exempt securities, which means into non-productive 
Moreover, it could not in any way be regarded as 
meeting the fiscal necessities of the Government for taxes. 
But the Tax Bill also in the form in which it was first 
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presented was a much worse measure than the bill finally 
passed. 

The courts have spoken and have been supported by 
an overwhelming popular opinion in their defense of the 
Constitution, and the Congress has begun to reassert itself. 

It is possible to fight, therefore, with growing hope 
against the tendencies which have threatened the American 
system of States’ rights and free enterprise, against the forces 
that have attempted to substitute a government by unpre- 
dictable and uncertain executive decree for a government 
of laws of general and definite application. The battle is 
not won, but we know now that many of the things we 
feared from the summer of 1933 to the summer of 1935 
will not happen. 

The second important factor in the current business 
revival I believe to be the disappearance of the N. R. A. 
This has freed business and markets from all sorts of re- 
strictions, and has ended the necessity for every business 
man constantly to consider what changes in N. R. A. policy. 
he might have to adapt himself to. Certain it is that what- 
ever the causation involved, the coming into operation of 
the N. R. A. coincided in time with the sharp downturn in 
business in 1933, and the disappearance of the N. R. A. in 
1935 preceded a sharp improvement in business. 

For a short time after the Supreme Court decision 
holding the National Industrial Recovery Act unconstitu- 
tional, certain business men were apprehensive that without 
the codes, fixing prices, they might encounter difficulties. 
But there should be no price fixing. What we need is 
flexible prices reached in the open market to tell us the 
truth about the conditions of supply and demand, and in 
the general field of manufacturing and commerce there 
should be no restriction of output by agreements among 
producers, with or without government sanction. The best 
general policy for industry and commerce, as well as for 
the consuming public, is competition, with free markets and 
flexible prices. 

A third important factor in the current business revival 
is the tremendous replacement demand. This demand exists 
not only among consumers, as in the case of worn-out or 
obsolete automobiles, radios and other things used by the 
public, but also among producers. During the past six years 
unprecedented arrearages in maintenance of industrial plants 
and equipment have developed, and, with reviving business 
and new demand for products, an urgent necessity for the 
replacement of used up, worn-out or obsolescent equipment 
has arisen, all of which mears an increased demand for the 
products of the heavier industries. 

These three great causes of the current business im- 
provement are all sound, wholesome and encouraging, and 
unless checked by adverse political developments at home or 
abroad, justify confidence that the coming months will see 
continued strength and probable further improvement. But 
I would not present to you a complete picture of the situa- 
tion if I did not refer in more detail to the adverse factors 
of the present situation. 

When I talked to you last year I gave special attention 
to the problem of cotton. The great problem of the export 
trade for American cotton and other commodities, which 
we produce in amounts greater than the domestic market 
can possibly absorb even in good times, has not been solved. 
As I listened a year ago to what many of you here present 
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had to say about the American cotton trade, I think I got 
a clearer picture of the situation than I ever had before. 
The fears which Houston men expressed to me at that time 
of loss of the foreign market for cotton, declining exports, 
dwindling activities in the Port of Houston, diminishing 
activities in the cotton trade, lessening railroad traffic in 
cotton, with the prospective accumulation in the hands of 
the Government of many millions of bales of cotton which 
should have been exported, all had melancholy verification 
in the course of the cotton year which ended August 1 last. 
You gentlemen know that the fundamental solution of the 
problem depends almost entirely on the restoration of a large 
foreign trade in which imports pay for exports. It is easy 
to see here in Houston that an artificial price for cotton 
maintained above world levels by Government loans to cotton 
growers at arbitrary loan values is not an acceptable sub- 
stitute for strong foreign demand. 

The modification of the Government’s cotton loan 
policy in the current crop year has meant improvement in 
volume, but not to the levels of the same months in 1933, 
to say nothing of earlier years. The following figures for 
Houston itself are significant: 

Receipts of Cotton at Houston 
For the Four Months’ Period Ending with November 


Se ee are ee 2,182,510 bales 
Pies + .ctbokosangae 2,094,680 
Bu Saha ewe a ee 1,677,400 
ss + heen sawn th 1,623,273 
i ak ink-eakvcediann 819,923 
SS 1,080,159 


You gentlemen know that the program of restricting 
agricultural production and retiring land from cultivation 
simply adds to unemployment. But I do not propose to 
talk at length tonight about cotton and agriculture, espe- 
cially as there are among you men who knew far more than 
I about this problem. It is sufficient to point out that the 
great fundamental agricultural problem has merely been de- 
ferred through the outpouring of a vast sum of public money. 
It has not been solved. 

And other great problems have not been solved. First 
and foremost among these is that of balancing the Federal 
budget. 

When we live beyond our financial means, spending 
more than our incomes, we have unbalanced budgets. And 
when we persist in a course of this sort, year after year, we 
ruin ourselves. This simple truth holds of the individual, 
of the village, of the large city, of the State and of the 
Federal Government. The man living on a moderate salary 
and with no investments can’t go very far on this course. 
To spend more than his salary means that he must go into 
debt, and to go into debt means that he must find people 
willing to give him credit, and when he gets a substantial 
accumulation of unpaid bills, with creditors pressing for 
collection and the word going around that he isn’t paying 
his bills, he has to stop. 

The man reputed to have a substantial invested fortune 
can go further, but he too easily reaches a time when creditors 
are reluctant and uneasy. An extravagant village govern- 
ment will speedily be pulled up. The credit of the village 
is limited, and, if the village is to continue in extravagance, 
it must increase its taxes. In villages and agricultural com- 
munities, the real estate tax, which is ordinarily the main 





reliance of local government, strikes a large proportion of 
the people, and rising rates of taxes on real estate bend to 
taxpayer resistance at a fairly early stage. 

In great cities, filled with apartment houses, the dooce 
burden of real estate taxes does not fall so obviously on the 
masses of the people, although, of course, an increased burden 
of real estate taxes does show itself, in time, in the rents 
that the people pay. But the municipality and even the 
State, pushing extravagant expenditure too far, quickly meet 
witl: resistance both from taxpayers and from creditorse. Real 
estate taxes have to be supplemented by other taxes, as we 
are seeing today, notably sales taxes, which the mass of the 
citizens very definitely recognizes. 

The Federal Government, by virtue of its greater 
prestige, can go more rapidly into extravagant expenditure 
and can persist longer without being checked by taxpayer 
resistance or by creditor resistance. When the Federal Gov- 
ernment spends more than it takes in as revenue, it must do 
it with borrowed money. Its borrowing capacity is limited 
by its taxing capacity. There is no magic in Federal Gov- 
ernment credit. It rests on the same principles that any 
other credit rests on. Its credit rests on its taxing power, 
and its taxing power rests on the productive power of the 
taxpayers. 

In this connection, we must consider, of course, the 
demands made on taxpayers by all grades of government. 
For the year 1934, the National Industrial Conference 
Board estimates the income of the people of the United 
States as $47,600,000,000. For the same year, they esti- 
mate the total expenditures of all governments, Federal, 
States and municipal, as $15,500,000,000—approximately 
one-third of the income of the people. For the same year, 
their estimate for total tax collections of all grades of gov- 
ernment is $9,500,000,000, approximately one dollar out of 
every five dollars of all incomes, large and small together. 
But heavy as this tax burden is, it falls far short of what 
is spent—the 91% billions of taxes stand 6 billions less than 
the 15% billions of public spending. And every year that 
these deficits continue adds a great sum to the tax burdens 
of the next twenty-five years, at least, for interest and 
amortization charges on the added public debt. 

The government of a great country like ours, with a 
long record of upright dealing with creditors, does not easily 
destroy its credit. Even when policies are very unsound, 
the hope and the belief remain that they will be reversed. 
But, for governments which wish to borrow, as for individ- 
uals who wish to borrow, the same general rules hold. 
The credit rests both on material and on moral elements. 
An individual with a substantial fortune who is spending 
money recklessly and borrowing heedlessly for consumption 
purposes finds creditors reluctant long before he has passed 
the material margin of safety. And the greatest govern- 
ment itself cannot escape this same law of credit. The 
disposition, the attitude, the intention of the Government 
are quite as important elements in the credit problem as are 
the material resources on which the Government can draw 
through its taxing power. 

The Federal Government has a resource which States 
and municipalities lack, in its power—for a time—to manip- 
ulate interest rates through artificial money market policy. 
And a thoroughly profligate Federal Government would have 
one other resource which the individual and the munici- 
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palities and the States do not have, namely, it could print 


legal tender irredeemable paper money which it could force 
its ereditors to accept and which it could use in current 
But the limits on this likewise exist, and 
exist in the inexorable laws of credit. Paper money is, after 
all, a credit instrument. It is an expressed or implied promise 
of the Government to pay real money, namely, gold of a 
If the promise is not kept, this 
credit instrument goes to a discount. If these dishonored 
credit instruments are multiplied in great numbers, the dis- 
count becomes enormous. ‘The Government is faced with 
an immense increase in the prices of the things it must buy, 
and 1 constant clamor for increasing pay from Government 
If the process is kept up long enough, complete 
collapse comes. ‘The paper money becomes worthless. The 
(jovernment is financially helpless. 


expenditures. 


fixed weight and fineness. 


employees. 


Long before a situation of this sort arises, a free people 
will ordinarily manifest such great resistance that the process 
The United States Government, during the 
Civil War, started, in early 1862, to pay the expenses of 
the War through issuing greenbacks, instead of taxing the 
people and instead of issuing funding loans, the Govern- 
inent being afraid of taxpayer resistance and afraid that 
it could not borrow. But, with the evidence of danger to 
the credit of the Government, and the evident depreciation 
of the currency and the rising cost of living, there came from 
the people themselves a strong demand for a vigorous taxing 
policy and for funding loans, which heartened and encour- 
aged the Treasury and led to the use of these sounder methods 
of paying for the Civil War. 


In France, in 1926, after the franc had dropped in 
less than a year from five cents to two cents a franc, and 
when the cost of living was mounting with extraordinary 
rapidity, the people of Paris swarmed about the Palais Bour- 
bon, demanding of the Deputies that they give their support 
to the conservative old lawyer, Poincaré, who, backed by 
the people of France, was able to bring about a radical re- 
duction of public expenditure, a radical increase in taxation, 
the balancing of the budget, and, ultimately, the stabilization 
of the franc at just under four cents. In a free country, 
resistance to governmental extravagance will come, sooner 
Let us hope that, in this country of ours, it will 


is reversed. 


or later. 
come vigorously, adequately and soon. 

One argument which “has been offered in justification 
of vast Federal expenditures of borrowed money is the 
theory of “priming the pump.” It is perhaps unfortunate 
that the figure of speech, “priming the pump,” has been 
In the horse and buggy days our 
people would have understood it better, because there would 
have been enough of those among us who had wrestled with 
a refractory pump to know what it meant. Nowadays, so 
many of us get our water merely by turning on a faucet 
that we don't exactly know what priming a pump means. 
But priming a pump meant pouring down a few pints or 
a few quarts into the top of a pump in the morning in the 
expectation of getting back a strong flow of water measured 
by many, many gallons for the rest of the day. If it were 
a good pump, we primed it only once in many months. 
Put into terms of dollars, pump priming would never have 
meant Government expenditure of 3% or 4 billion dollars 
a year of borrowed money. 


used in this connection. 


There can be little doubt, I think, that the net effect 
of continued Government spending upon private enterprise 
and private investment, and on the volume of business and 
the volume of employment, is definitely adverse. 

This comes from two main considerations. In the first 
place, it generates fears regarding the future of the Gov- 
ernment credit and the future value of our money itself, 
which makes men unwilling to risk their funds in long-time 
investments payable in dollars or to make long-time con- 
tracts of any sort in which dollars constitute the standard 
of future payments. In the second place, when the Gov- 
ernment expenditure takes the form of Government business 
ventures, competitive with private enterprise, it puts a great 
fear into the management of the private enterprises with 
which the Government competes, and leads them to with- 
hold from the market several dollars for every dollar that 
the Government puts in. 

So much for the justification of vast Federal expendi- 
tures for public works on the theory of “priming the pump.” 
The argument has also been advanced in justification of 
these great expenditures that they are necessary in order 
to give work to the unemployed rather than direct relief, 
and that these expenditures are justified by the increased 
morale of the unemployed. 

Men, women, and children must not starve in this coun- 
try of ours, and the government bodies, municipal, State 
and Federal, must spend what is necessary to give necessary 
relief to the unemployed. But this can be done with a vastly 
smaller expenditure than the so-called work relief programme 
involves. 

I am not unsympathetic to the view of the Government 
that work relief is better for morale than direct relief. I 
have had occasion, for many years, to talk with social service 
workers, both as one active in the management of the State 
Charities Aid Association of the State of New York, and, 
for many years, as the Treasurer of the Welfare Council 
of New York City and I realize that a great problem of 
morale is involved in the giving of relief. But I have also 
had the responsibility as a banker of studying the com- 
parative costs of work relief and direct home relief, and the 
problem of where the money is to come from. 

I know that the financial burden of adequate direct 
relief is one which the municipalities, State and Federal 
Government, in combination, can stand without bankruptcy, 
and know, on the other hand, that the additional cost of 
vast public works and work relief programmes is so great 
that, if long continued, it must jeopardize public credit. 
And, when you put public credit into jeopardy, you under- 
mine the foundation on which private business must build 
and you increase unemployment instead of decreasing it. 
After all, the only permanent solution of the problem of the 
unemployed is their reabsorption into private industry. 

The statement recently made by the President of the 
United States that great bankers had told him in the spring 
of 1933 that the public debt of the United States Govern- 
ment could rise to a maximum of from $55,000,000,000 to 
$70,000,000,000, without serious danger to the national 
credit, created, I believe, universal surprise and bewilder- 
ment among bankers. I do not myself know of any banker 
who has expressed the opinion that the debt of the United 
States Government could safely rise to $55,000,000,000, to 
say nothing of $70,000,000,000. 
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My own opinion in early 1933 as to how much debt 
our Government could safely incur was stated in testimony 
before the Senate Finance Committee on February 22 of 
that year, when I said in answer to a question by Senator 
Shortridge: 

“Apropos of that, Mr. Chairman, here is my answer 
to the question which Senator Couzens was raising as to 


how far the Government can go in borrowing. It can go a 
good deal farther if it cuts expenditures and increases rev- 
enues than it can if it does not. To say more than that is 
difficult. The market will tell you by its own behavior as 
you proceed. If you overdo it you will have to pay higher 
rates of interest and you will find the markets increasingly 
reluctant to take new issues even at higher rates of interest. 

“Government borrowing is necessary for emergency 
credit relief, and for loans to the States, to give direct un- 
employment relief. I recognize and would emphasize the 
responsibility of the whole country for the suffering millions 
who, through no fault of their own, are victims of this great 
depression. 

“But we must not overstrain the finances of the Gov- 
ernment and we must not jeopardize the credit of the Gov- 
ernment by proposals of a great Government borrowing 
program for new public works on the theory that this will 
start a business revival. The Government’s credit cannot 
stand a great deal of that in addition to its necessary bor- 
rowing.” 

The question of how much debt the United States 
Government could safely incur is not one which any banker 
should venture to answer with definite figures. As I have 
already indicated, the answer would depend both on moral 
and on material considerations. A government which has 
repudiated its obligations cannot safely incur debt to the 
same extent as a government which has always faithfully 
met its obligations. A government which is willing and 
able to tax the great body of the people will have far better 
credit than a government which tries to delude itself and 
its people into the belief that only the wealthy need to pay 
taxes, despite the fact that the estimates of its own treasury 
reveal that confiscatory taxes on large inheritances and large 
incomes will bring in relatively little additional revenue. 
A government which is using borrowed money for vitally 
necessary purposes, prudently and carefully, and which clearly 
intends to borrow only what it absolutely must have, can 
safely borrow more than a government which is spending 
borrowed money recklessly. 

In addition to our failure to solve the problem of bal- 
ancing the Federal budget, we have created new and even 
greater problems by the currency policies adopted in the 
past three years. 

We have done violent things to our currency and still 
more violent things to our currency laws. We have debased 
our dollar by 41 per cent, breaking our solemn covenant 
with the people. We have repudiated the gold clause in our 
Government bonds. The notion that we should forthwith 
get a proportionate, or a 69 per cent, rise in commodity 
prices from doing this has proved sadly disappointing. The 
reason is that, as we did it, we shook men’s faith in the 
promises of governments and banks of issue everywhere in 
the world. As men throughout the world could no longer 
trust the promises of governments they turned to the one 
thing they could trust, namely, gold, and the value of gold 













rose throughout the world. A given weight of gold will 
buy 27 per cent more goods today in the United States than 
it would before we abandoned the gold standard. 

Prices have 1isen 33 per cent in the 33 month period 
since January and February of 1933, our last geld standard 
months. But this has been due only in minor part to the 
actual debasement of the dollar. A very substantial part 
of it was due to the recoil from the unprecedented depres- 
sion and the restoration of confidence with the reopening 
of the banks. This would have come anyhow, had we stayed 
on the gold standard. Commodity prices rose 14 per cent 
from the lows of the much less severe depression of 1921 
in the 14 months following, and commodity prices rose in 
the United States 23 per cent in the rally which followed 
the restoration of the gold standard on January 1, 1879 in 
the course of 15 months. When we take into account, fur- 
ther, the immense activities of our Government in the 
artificial raising of prices through the scarcities created by 
A. A. A., including the taking over by the Government of 
six million bales of cotton, the scarcities created by drought 
and flood and the forced raising of prices under N. R. A., 
I think it is clear that at most a very minor part of the 
rise in commodity prices can be attributed to the debasement 
of the dollar. 

But the debasement is there, and in the longer future 
it creates grave problems as to what our commodity prices 
will do. Surely we know now, however, that this is no 
quick and easy road out of financial difficulties. But we 
have done more. We have authorized, in the Thomas 
Amendment, the direct purchase of three billions of Gov- 
ernment securities by the Federal Reserve Banks from the 
Treasury—a provision fortunately repealed by the Banking 
Act of 1935—and, as an alternative to that, or as an inde- 
pendent measure, the issue of three billion dollars worth of 
Greenbacks, the direct printing of paper money, a provision 
which remains in the law, and which should be repealed as 
speedily as possible. Fortunately, this has not been used, 
and, fortunately, there seems no disposition on the part of 
the Government to make use of it. But the existence of 
the power remains as a menace. 

We have introduced the fantastic notion that silver 
has a proper place in our currency beyond that of convenient 
small change. We have purchased silver in large amounts, 
raising the price of silver throughout the world, demoralizing 
the currencies of the silver using countries, particularly China, 
and forcing widespread bankruptcies in that unfortunate 
country, pretending, as we did it, that it was to help the 
trade of the Orient! We have accumulated great stocks 
of useless silver to decorate the vaults of our Treasury, silver 
which can never be useful as a reserve, because if we tried 
to employ it to protect our currency we should forthwith 
break the price of silver drastically. The silver certificates 
issued against this newly purchased silver have added to the 
already terribly swollen excess reserves of our member banks 
something over 350 million dollars. 

These are strong medicines. If abuse of the currency 
could have solved our economic problems, surely they would 
already be solved. The inflationists have had their day. 
The extremists among them were proposing these measures 
as alternative measures early in 1933, apparently with the 
conviction that any one of them alone would solve all our 
economic problems. They have succeeded in getting all of 
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them, and they have solved no problems. ‘They have left 
us, however, with many grave and embarrassing new ones. 


There is one of these problems which I shall discuss 
in conclusion, namely, the problem of the excess reserves of 
the member banks of the Federal Reserve System. In our 
experience prior to 1930, an excess of reserves over legal 
requirements of one to two hundred millions in the hands 
of the member banks of the Federal Reserve System meant 
very low interest rates and rapid expansion of bank credit. 
Reserves increased 305 million dollars between February 13, 
1924 and December 31, 1924. During the same period 
loans and investments of commercial banks in the country 
expanded by over 4 billion 600 million dollars, and deposits 
of commercial banks expanded by over 5 billion dollars. 
‘The increase in reserves of 600 million dollars between the 
middle of 1922 and April of 1928 was accompanied by 
an expansion of commercial bank credit of 13% billion 
dollars of deposits and 14% billion dollars of loans and 
investments.’ 


Bank credit does not always expand with excess re- 
Reserves alone will not do it. It is necessary also 
that there should be confidence in the business outlook. But, 
viven confidence and surplus reserves, bank credit can expand 
with great rapidity and in a multiple ratio on the basis of 
And even when business men are conserva- 
tive in their borrowings, speculators will be eager to use the 
money if they are confident and if money is cheap and 
plentiful. 


serves. 


excess reserves. 


1 said a few moments ago that our silver policy has 
idded over 350 million dollars to our excess reserves. In 
a normal money market that would have had a very great 
effect. In our existing wholly extraordinary money market 
situation, it is responsible for not much more than a tenth 
of the existing surplus reserves, and its effect has been almost 
‘The first few hundred millions of excess reserves made 

water-logged money market and beat money rates to the 
ground, giving every opportunity for a dangerous expansion 
it only general confidence had existed. The last billion and 

half of the three billions of excess reserves has had no 
measurable effect. But there it is, spread out, explosive 
material awaiting the match. It invites a far wilder specula- 
tive abuse of credit than that which culminated in 1929. 
the individual banks, no matter how prudent, cannot con- 
trol it. The Stock Exchange, through its President, has 
served notice that it cannot control it, and the Chairman 
of the Securities and Exchange Commission, the regulator 
of the Stock Exchange, has apparently recognized that he 
cannot control it nor can his Commission. If it takes the 
form of real estate speculation, the institutions lending on 
real estate mortgages cannot protect themselves against the 
veneral collapse of real estate values which would follow 
a violent speculation in real estate. 


nil, 


The control of it lies with the Federal Reserve System. 
lf the Federal Reserve Banks should sell their government 
securities now, amounting to $2,430,000,000, they could 
reduce the excess from $3,000,000,000 to $570,000,000. But 
the Federal Reserve System has a further resource. Under 
the Banking Act of 1935, it has the power to raise reserve 
requirements until they are double the existing reserve re- 


1 These figures are estimated on the basis of the figures 
rting member banks of the 


of weekly re- 
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quirements. If it used this power to the limit, it could take 
up approximately $2,700,000,000 of the excess reserves, since 
existing reserve requirements are about $2,700,000,000. The 
combination of these two measures clearly gives us much 
more than adequate control, even if we should, in the ensu- 
ing months, gain a great deal more gold from Europe. 


(Parenthetically, let me say here that the best and 
surest check on the flow of gold from Europe to the United 
States is for Great Britain to stabilize the pound definitely 
at a fixed rate to gold, to accept gold definitely at that rate 
for pounds sterling, and to give an unqualified promise that 
the gold will be paid back on demand at the same fixed rate. 
‘Then gold will go to London rather than come to the United 
States. Gold goes to those countries where it can be ex- 
changed for paper money at a fixed rate, and from which 
it can be withdrawn upon surrender of paper money at ap- 
proximately the same fixed rate. Gold goes away from 
countries where there is uncertainty about these matters. 
If there is general uncertainty, gold goes away from the 
countries where the uncertainty is greatest to the countries 
where the uncertainties are least. If the main money mar- 
kets of the world can give practical certainty with regard 
to these matters, then gold goes to those money markets 
where money rates are highest and where gold is most needed 
for commercial and business uses. ) 


I believe that measures should immediately be taken 
to reduce these excess reserves, and I believe that the first 
measure that should be taken is to raise reserve require- 
ments very substantially. It seems to me that this should 
be done in any case, because it is clear to me that the reserve 
requirements were put far too low in 1917. Both the over- 
expansion of credit in 1922-28 and the over-rapid liquidation 
of credit between the middle of 1931 and early 1932 were 
greatly intensified by the unduly low reserve requirements. 
The higher reserve requirements which we had in days be- 
fore the Federal Reserve System came in gave us much 
greater safety both on the upswing and on the downswing. 


I do not believe that it is desirable that reserve re- 
quirements should be frequently changed. I believe in fixed 
reserve requirements and dependable reserve requirements. 
| would raise them adequately now, while the excess reserves 
are very great, and then I would let them alone. 


| would like to see this measure used first in any case, 
because | am very doubtful that it will be used at all if 
we wait until a time when speculative excitement is great 
and when a good many individual banks have allowed their 
individual excess reserves to disappear, even though the gen- 
eral system still has large excess reserves. The method of 
raising reserve requirements puts pressure on all banks. The 
measure of selling Government securities puts pressure pri- 
marily upon the liquid central money markets. 

In the course of recent discussion, timid fears have 
been expressed that raising the existing reserve requirements 
would put certain pressure on some individual banks which 
might lead them to sell some Government securities or which 
would have, in other ways, an adverse effect on financial 
sentiment. But there is no argument which could possibly 
apply at the present time which would not apply with re- 
doubled force to action at a later time. If we can ever use 
the method of increasing reserve requirements, we can do 
if now. 
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Chairman Eccles of the Board of Governors of the 
Federal Reserve System, in a statement on November 22, 
which appeared in The New York Times of November 23, 
is quoted as follows: 

As for the general business and credit situation and 
the volume of member bank reserves, it is clear that there 
is no excessive expansion in any field at this time. There 
is no evidence of accumulation of inventories or of frantic 
bidding for a limited amount of goods, or of an expansion 
of bank credit, save through the purchase of government 
securities. The turnover of deposits is still relatively low. 

I agree that the general volume of business is not over- 
extended. It is abnormally low. I agree that there is no 
evidence of excessive inventories or frantic bidding for goods, 
and that the expansion of bank credit, apart from the pur- 
chase ef Government securities, is not in evidence. But I 
cannot concur in Mr. Eccles’ view that there is no excessive 
expansion in member bank reserves. I am not here arguing 
about that part of the excess of member bank reserves which 
was created as a matter of Federal Reserve policy. The 
Federal Reserve System ceased to buy Government securities 
when excess reserves reached something under $800,000,000, 
late in 1933. The rest of the increase, amounting to well 
over two billion dollars, has come without intention on the 
part of the Federal Reserve System primarily through the 
great inflow of gold to the United States since early 1934. 
The operations that I am proposing relate to this excess over 
the planned excess. 1 would like to see them get rid of this 
in the present relatively quiet time. 

Whether one takes my old-fashioned view that the pur- 
pose of credit control is to regulate the money market and 
protect the quality of credit, or whether one takes the view 
of Chairman Eccles (which the Congress, by the way, re- 
fused to write into the law) that credit control is for the 
purpose of stabilizing the volume of business, volume of 
employment, level of commodivy prices and so on, in any 


case one should wish to have the thing under control or 
to be at least within striking distance of control. The 
Federal Reserve System should not wish to have as much 
as three billion dollars between it and the power of con- 
trolling the volume of credit. 

With regard to the effect of reducing surplus reserves 
upon the prices of Government bonds, let me say this: the 
Treasury cannot indefinitely borrow cheaply, the Treasury 
cannot permanently maintain an artificial money market 
through cheap money policies, and the Treasury would do 


far better to face realities now then to wait until later. 


I am satisfied that if the thing is handled properly it is 
readily manageable now. I can see the possibilities of the 
gravest sort of difficulties for the Treasury and for every- 
body if dealing with the problem is long deferred. 

Gentlemen, I have come here to say old-fashioned 
things, things which a few years ago would have seemed 
so indisputable that my saying them would have sounded 
like the recital of the alphabet or the multiplication table. 
| have come here to say that we should live within our 
means, that even this richest of all countries in the world 
cannot spend billions of dollars a year more than its income 
without disaster, that we should not delude ourselves with 
the notion that the expansion of bank credit can be endlessly 
« substitute for investors’ savings, and that the Federal Re- 
serve authorities should perform their obvious duty in con- 
trolling the money market. And, finally, let me say that 
whatever the theory of the objectives of Federal Reserve 
policy, the Federal Reserve authorities should at least want 
to be in a position to control the volume of reserve money 
in the country. Even those who believe that bank credit 
has the magical power of controlling commodity prices and 
the volume of business still should wish to be able to keep 
their hand upon the throttle. Not even they can wish to 
have the throttle chained wide open and the airbrake system 
removed from the train. 


Sober Second Judgment 


ON THE UTILITY PROBLEM 


By WENDELL L. WILLKIE, President, 
Delivered before The Bond Club 


problem. It has occupied column upon column in 

the newspapers commanded hour after hour of the 
attention of Congressional committees, and usurped for weeks 
without end the debates in the nation’s legislative halls. 
Now it is in the courts. 

Many people have been wondering what this utility 
problem is all about, and why it has not been settled. Per- 
haps it would have been disposed of long ago had there been 
unanimity of opinion as to the issues involved. Measured 
in terms of the average family budget, it is not a question of 
extraordinary importance, and judged by the readiness with 
which it might be solved, once it has been divested of its 
political aspects and the full facts are clearly understood 
by the public, it is neither profound nor are the prospects of 
an ultimate solution discouraging. 


| | ‘OR a great many years this country has had a utility 





The Commonwealth & Southern Corporation. 
of New York, December 19, 1935. 


What is all this fight about? The average tax on a 
package of cigarettes is six cents. Supposing the members of 
a family consumed a pack and a half of cigarettes a day, the 
tax this family would pay to the government would be $23.82 
a year. The average annual electric utility bill paid by the 
American family is only $33.72. No plan that I have yet 
seen fostered by the most rabid opponent of the privately 
owned utility industry, outside of that of having the govern- 
ment generate electricity and give it away, has promised to 
reduce this annual family expenditure of $33.72 by more than 
a few dollars. 

Now I recognize the necessity as well as anyone of sav- 
ing every possible dollar for the family budget and I am glad 
to say that the electric utility industry has had one of the 
most splendid records in American business in that direction. 
Year in and year out its rates have been reduced, yet the 
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political clamorer who has remained strangely silent on the 
family’s outlay for cigarette taxes, which is only an inci- 
dental in our back-breaking tax burden, has focused his full 
attention on the household expenditure for electric energy. 

Nevertheless there is a utility problem, and it is of the 
most pressing character. The problem is, how can this great 
industry, perhaps the second largest in the nation, be relieved 
of its lethargy and be put to immediate work, representing 
as it does, an investment of twelve billion dollars and being 
capable of doing more than almost any other industry toward 
liberating the forces of business recovery, restoring employ- 
ment, creating a wholesome and stimulating demand for dur- 
able goods and finally ending this depression. 

Why has this great industry been lashed to the barrier 
when everyone has been trying to whip forward the forces 
of revived trade and restored prosperity? How can it be 
unleashed for its constructive service to American commerce 
and industry? ‘Those are questions which I wish to discuss 
with you today. 

First, it is necessary to review some recent history. The 
electric power companies have had to withstand during the 
last year one of the most severe attacks ever launched against 
any industry by government. I assume that those who con- 
ducted this attack were sincere in their belief that they re- 
sponded to popular desires and served the public welfare, 
and while I am wholly at variance with their views, I must 
commend the zeal with which they strove toward their 
objective. 

It was apparent when the present administration took 
office that it was intent upon public utility reformation. Any 
fair-minded person must have recognized that there were 
certain evils which needed correction. Party platforms had 
declared for a reasonable program of utility regulation. De- 
struction was never surmised or suggested. It is unneces- 
sary to speculate on how the different phases of the Admin- 
istration’s public utility program were developed, for we 
here merely reviewing the progress of this extraordinary 
course of action. 1 want, as dispassionately as one can who 
has been under its harrow to describe briefly to you the se- 
quence of this attack. 


The first step in this utility program was the Tennessee 
Valley Authority. In June, 1933, the Administration se- 
cured the passage of an act which created the Tennessee 
Valley Authority and transferred to the directors of that 
Authority, the Federal Government’s investment of $125,- 
000,000 in the steam and hydro plants and other facilities at 
Muscle Shoals, Alabama. The Act appropriated an addi- 
tional $50,000,000 of Federal money for the further extension 
of this electric power project, an appropriation which was sub- 
sequently followed by other appropriations, in the advocacy of 
which it was suggested that the cost to the taxpayers of the 
country would ultimately approximate one billion dollars, 
Ninety-five per cent of the taxes which must pay for this 
staggering outlay comes from states outside the Tennessee 
Valley, a fact which has given rise to the very pertinent 
remark that the Tennessee River touches five states and 
drains the nation. 


Whatever else may be said about the mysteries of the 
Tennessee Valley Authority, it has shown the country how 
the citizens in many far flung sections may be induced to help 
pay the electric light bills of the residents of Tupelo, Missis- 
sippi. 


After the passage of the Tennessee Valley Authority 
Act, Federal power projects even more extensive than the 
Tennessee Valley Authority were authorized at Grand Cou- 
lee, Bonneville and projected at Passamaquoddy and other 
points. 

During the course of the creation of these unprecedented 
Federal undertakings, it was announced that the Federal 
Government would give 30%, later raised to 45%, of the 
cost of construction and loan the balance at low interest 
rates to any municipality desiring to duplicate the distribu- 
tion system of any electric utility company. 

While all of these projects were getting under way, 
Commissioner Humpheries was removed from the Federal 
Trade Commission, because his mind did not go along with 
the Administration, a removal which the Supreme Court, 
incidentally, held to be illegal. The Commission, thus puri- 
fied, began a series of some hundreds of publicity handouts 
assailing the utility industry in what could scarcely be called 
temporate terms, drawing generalized conclusion from iso- 
lated instances of mismanagement and casting many unfair 
imputations at reliable and responsible business organizations. 

It became apparent to all that the country, the utilities, 
their consumers and security holders were about to suffer 
irreparable damage if something were not done to bring about 
an accord and understanding between the industry and the 
government. 


In December, 1934, prior to the introduction of the 
Public Utility Act of 1935, the so-called Wheeler-Rayburn 
Bill and because our particular interests were so vitally af- 
fected by the Tennessee Valley Authority program and the 
continued attack upon holding companies, I made an earnest 
endeavor to work out with responsible Federal agencies a 
procedure for the solution of the utility question. 

This solution, in my judgment, would have met, to the 
fullest extent, the objectives of the Administration and still 
would have permitted the utilities to continue their develop- 
ment and play their part in bringing about economic recovery. 

This proposed compromise contained the following: 

1. That in the territory of any utility company which 
had a base rate schedule and supplemented such with an 
objective rate satisfactory to the Federal Government, the 
Federal Government would not build duplicate transmis- 
sion or distribution systems or give and loan money to cities 
to do so; 

2. That utility companies as a group were to spend 
for capital construction, in anticipation, if necessary, of 
future needs, a minimum in the years 1935 and 1936, of 
twice their then anticipated requirement; 

3. That the Federal Government should complete the 
hydro electric dams which were in course of construction, 
where necessary to prevent economic waste; that the utility 
companies operating within transmission distance of such 
hydro electric plants were to buy and absorb in their systems 
as rapidly as possible, all energy generated by such plants; 
that until the absorption of the output of such plants they 
would not build additional generating plants of their own; 
that they would pass on to the ultimate consumer the entire 
saving between the price which the Government would 
charge such companies for such energy and the cost to such 
companies of generating their own power—thus giving to 
the ultimate consumer the full benefit of any subsidy that 
the Government desired to make in connection with such 
hydro developments; 

4. That the utilities would spend a_ substantial 
amount of money on rural lines whether the same were 
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profitable or not; 

5. That there should be created a national commis- 
sion composed of a representative of the President’s Cabi- 
net, representatives of the leading manufacturers of appli- 
ances and of the utilities and one or two outstanding citi- 
zens representing the public, which would constitute a 
national electric commmission for the electrification of 
America; 

6. That arrangements would be made with manu- 
facturers of electrical appliances on a large scale basis so 
that a minimum standard model of appliances such as ranges, 
refrigerators, etc. could be established and a minimum 
price thus obtained; that such appliances should be sold on 
long terms and arrangements should be made with the 
Federal Reserve System or the Reconstruction Finance 
Corporation for the large scale rediscount of such paper 
through the commercial banks; 

7. That a utility holding company regulatory bill 
should be enacted which would eliminate and prohibit all 
of the alleged abuses existent in that field of endeavor, 
establishing a strict but fair regulation over the operations 
of such companies. 

Let us examine the details of this plan and we can per- 
haps get some impression of what this utility battle has cost 
the American taxpayer and the American public. 

It was estimated at the time of this compromise proposal, 
and not denied by representatives of the Government, that 
the adoption of the plan would have created in the first year 
of its existence, a minimum of three and a half billions of 
dollars in business, that it would have put into use a sub- 
stantial percentage of the excess funds in the banks of the 
country. All of this with the multiple effects of the expendi- 
ture of money in basic industry and the use of credit, would 
have expanded many times in its ultimate effect upon business. 

This compromise likewise would have meant tremendous 
benefits to the public in the use of electric energy. If the 
objective rate had been accepted both by the Government 
and by the utilities of the country, the domestic consumers of 
electric energy in the United States would have used an ad- 
ditional two billion kilowatt hours and at no increased cost 
to them. The objective rate was developed by the rate en- 
gineers of The Commonwealth & Southern Corporation and 
the above calculation is based on the experience of actual 
use of this form of rate in several of our operating companies. 

I might explain that the objective rate plan involves 
the use of two rates effective co-incidentally, the objective 
rate being materially lower than the other, thereby offering 
to the customer increased kilowatt hours at no additional cost. 
This results in a rapid increase in the use of electric energy 
thereby resulting in a lower average rate on the customers 
entire consumption of electric energy. This increase in con- 
sumption necessitates a requirement for new distribution 
facilities and new generating plants. This calls for durable 
goods and stimulates employment in the durable goods in- 
dustry. Likewise additional electric appliances are purchased 
by the householder in order to utilize this additional consump- 
tion. Added electric appliances necessitates more people to 
manufacture, sell and install them. Such was the opportunity 
at the time this compromise was presented to the Govern- 
ment at the close of 1934. 


Representatives of a substantial portion of the utility 


industry met with governmental representatives concerning 
the plan. 


After numerous conferences with governmental officials, 


all of whom appeared to be greatly interested in the com- 
promise, the plan was taken for presentation to those in final 
authority. It was then that we first heard of the “death 
sentence.” It was then that the melancholy word was spoken 
that the utility holding companies were to be outlawed and 
exterminated; that the utility operating companies were to 
be placed under regulation so stringent and rigorous that the 
perogatives of management would repose thereafter in a 
Federal bureaucracy, with private initiative virtually abol- 
ished from this highly important, efficiently conducted Amer- 
ican industry. 

Since we were American citizens, we did not know how 
to die by executive decree. We believed that were living 
under a Constitution which gave us the right to protect the 
property of the persons for whom we were trustees. We 
fought the death sentence. We fought as best we might 
against overwhelming odds and against the full impact of 
the National Administration with its four billion, eight hun- 
dred eighty millions of dollars of relief funds and the over- 
whelming effect of its control of Federal patronage. After a 
prolonged fight, the bill passed the Senate by one vote and was 
twice defeated in the House. Then in the closing days of the 
session under the pressure of a Senatorial investigation bring- 
ing out dramatic and isolated instances of errors of some util- 
ity companies but never calling attention to the intensive and 
extensive lobbying of governmental agencies, and in an at- 
mosphere of hysteria in which the Speaker of the House de- 
clared that he could not discuss this bill because he had not read 
it but wanted the members of Congress to vote for it because 
it was the Administration’s desire, the bill finally became law. 

Since that date a great portion of the clerical staff of 
utility companies have devoted their time to the gathering 
of information for governmental investigating bodies, thus 
further diverting them from their ordinary activities in the 
promotion and sale of electric energy. It has been widely 
publicized to the world that millions of dollars were spent 
by the utilities in opposing this legislation. I do not know 
what other companies spent, but every dollar spent by The 
Commonwealth & Southern Corporation constituted only 
an insignificant percentage of any such claimed amount and 
was spent in an entirely legitimate pursuit of studying and 
presenting to the public and to those in public life, informa- 
tion on the consequences of this bill. As far as I am per- 
sonally concerned in my duty as trustee to 200,000 utility 
security holders, I have only one possible regret, namely, 
if by spending more money legitimately The Commonwealth 
& Southern could have prevented this destructive Act from 
being passed, I regret I did not authorize such additional 
expenditure. 

No mention has been made in this lobby inquiry that, 
from March 1933 until the time of the introduction of this 
bill, hundreds of releases were issued by the Federal Trade 
Commission, all critical and many defamatory of the in- 
dustry, which were carried in amost every newspaper in the 
United States, as the newspapers had a perfect right to do, 
becauses the releases were from an established and presumably 
responsible Federal bureau. The TVA during this same 
period was issuing numerous releases extolling the virtues of 
public operation and discrediting the operations of the pri- 
vate companies, while likewise members of other Federal 
authorities were issuing releases of a like character and mak- 
ing fault-finding speeches about the utilities, and over-topping 
it all, the President of the United States himself was issuing 
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releases and making speeches concerning the power industry. 

Let us assume that the charge that the utilities spent 
five million dollars in their fight against this bill is correct. 
The facts I do not know. I say, however, that the news- 
paper space devoted to these releases of governmental authori- 
ties arraigning the utilities, if paid for as advertising material, 
would have been ten times the sum spent by the utilities in 
seeking to preserve their business. In addition, this publicity 
coming from Federal agencies and from Washington at a 
time when there was great distress in this country, made the 
front pages which, of course, paid advertising could not have 
bought. 

One of the surprising elements of the anti-utility cam- 
paign was that it was conducted in the face of the fact that 
the rates of the operating units of the holding companies with 
diversified properties, against which the death sentence was 
primarily directed, are in almost all instances lower than 
the rates of operating companies unassociated with holding 
company groups. 

Let us take for example, the two types of diversified 
utility holding companies. The Commonwealth & Southern 
Corporation owns utility operating companies in eleven states. 
Its power systems are in middle-sized cities, towns and rural 
We have in our entire system only two cities of over 
250,000 population and only seven cities of over 100,000 
population. The average population per community served 
is only 1,851. In the eleven states in which we operate our 
rates for domestic consumption are lower in each state than 
the rates of the so-called independent companies operating 
in such states. They are likewise lower in each state, taking 
into account taxes, than the rates of municipally operated 
systems in such states, with the exception of the section of 
Mississippi where the heavily subsidized TVA rates are ap- 
plicable. The average domestic rates in this country for the 
year 1935 are approximately 5.04 cents per kilowatt hour, 
while the average domestic rate in our system is 3.98 cents 
per kilowatt hour. In other words, our domestic electric rates 
are 20% below the national average, although we operate in 
a territory of low customer density. 


areas. 


Another type of holding company with diversified prop- 
erties, is the North American Company. It differs in that 
its operating units are located in large cities. A recent Fed- 
eral survey shows the rates charged for domestic electric 
energy in all cities of 50,000 or more population. In this 
group the North American Company serves nine cities and 
the so-called independent companies, or operating companies 
not affiliated with holding companies, serve twenty-eight. 
Yet the rates of the North American Company units are 
18 per cent lower than those of the group where the operat- 
ing companies are unassociated with the holding companies. 
Things of this nature do not happen by accident. As was said 
centuries ago, “By their fruits ye shall know them.” When a 
diversified utility holding company system is able to give the 
public efficient service at lower rates, common justice alone 
decrees that it should be commended. Certainly it should not 
be placed in the categorv or organizations inimical to the 
public interests nor should it be excoriated among American 
business institutions. 


Why are utility holding companies able to present this 
kind of a record? I can answer for The Commonwealth & 
Southern Corporation: 


First—it provides centralized engineering, financial, new 
business, operating, accounting, purchasing and other similar 
services and supervision at absolute cost and without one 
cent of profit to the holding company—and at a cost much 
below that for which these operating companies could sepa- 
rately obtain such services; 

Two—lIt provides a reservoir of capital from which the 
operating companies have been able to draw their require- 
ments of capital when money rates were high, and it makes it 
possible to refinance the same when money rates are low; 

Three—It has provided for the operating company a 
constant flow of equity money, more than ninety-six million 
in the last four years, thus creating a constantly increasing 
cushion which has permitted the sale of low interest bearing 
bonds and preferred stocks; 

Four—It has received on its common stock or equity 
investment a much lower rate of return than is demanded 
by the common stockholders of operating companies where 
such stock is widely held by the public; 

Five—It has provided for the operating companies con- 
tinuity of management; 


Six—With the recognition of the age-old principle of 
diversity of investment, it has been able to give to its operat- 
ing units a financial stability which they could not otherwise 
have obtained. 


If you do not believe what I say about it, let me read 
you what President Roosevelt thought about the small inde- 
pendent plant as he expressed it in a letter addressed Novem- 
ber 5, 1926, at Warm Springs, Georgia, to Mr. Thomas W. 
Martin: 


“We, in this and the neighboring communities, are suf- 
fering from the usual high cost and inefficient service of 
small local power plants .. .” 


Also let me read you what David Lilienthal, one of the 
‘TVA directors said when he was public utility commissioner 
and before he became a competitor of ours operating his own 
holding company at public expense: 

“Since the pioneer public utility acts of New York and 
Wisconsin were enacted two decades ago, a new figure, the 
holding and management company, have come upon the 
field, demonstrated its prowess, and in a relatively few 
years changed the entire economic nature of the public 
utility industry. Isolated plants have given way to great 
systems whose lines span several states and serve hundreds 
of communities, all operated under unified managerial and 
financial supervision. The spread of rural electrification, 
the amazing advances in telephony, the rise of superpower 
systems—these and many other technological developments 
so intimately related to the public welfare are directly 
attributable to the efforts of the holding company. Per- 
haps most important of all, to the holding company must go 
the credit for the unprecedented flow of capital into the 
public utility industry making possible extensions and im- 
provements of service. Every phase of public utility opera- 
tion—financing, accounting, engineering, management, pub- 
lic relations—have undergone great changes under the new 
regime.” 

Also let me quote to you from another very critical stu- 
dent of the industry and of the utility holding company, Dr. 
Bonbright, one whom President Roosevelt, when Governor, 
appointed to the New York Power Authority. Dr. Bon- 
bright, in his book “The Holding Company,” has the follow- 
ing to say: 
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“The holding company has now become such an essen- 
tial part of the structure of large-scale business that its 
abolition would be serious, if not fatal, to the effectiveness 
of American industry. 

“. .. The task of the legislatures, the courts, and the 
economists, in dealing with the holding company, is to 
understand and minimize the abuses to which it is subject, 
while recognizing and strengthening its social usefulness.” 

Let me read you further, from the Chattanooga News 
of December 13, 1935, a statement made by Dr. Arthur E. 
Morgan, Chairman of the TVA, in which he proposes the 
organization of a nationwide Public Ownership Institute as 
a means of improving the administration of publicly-owned 
utilities : 

“The institute should maintain a central service or- 
ganization of attorneys, accountants and engineers—men 
trained in the administration in a sort of consulting staff 
that would be available for all members.” 

These services mentioned by Dr. Morgan are some of the 
precise services which the utility holding company provides 
for its operating units. 

When I speak of Commonwealth & Southern and North 
American Company as examples of different types of diver- 
sified systems, I do so merely by way of illustration. What 
I have said concerning them is equally applicable to all of 
the better diversified utility holding company systems. 

In other words, the situation in this country today is 
that low rates with few exceptions, are found in those com- 
panies that are parts of utility holding company systems. It 
is clear to any student of the utility business that to break 
up these systems will check toward the downward trend in 
utility rates. 


When I pointed this out to one of the proponents of 
this bill, he told me that even if it would result in an increase 
in rates, he still thought it would be better for the American 
people to have big business broken into smaller parts, even if 
the public had to pay higher prices for their products. This 
statement gives rise to the interesting question of what was 
the real purpose of this bill. 

The New York Sun, in a recent editorial (November 
27, 1935), described the Administration program against the 
utilities as follows: 


“The real goal of the opposition is not regulation of 
the electric utility business but its replacement by public 
ownership. The strategy is plain: first, all the powerful 
management corporations are to be broken up so as to 
deprive operating companies of the advantages of central 
financing and direction; then operating companies are to be 
‘integrated’ into small territorial subdivisions; after that 
they will be destroyed piecemeal through ruinous competi- 
tion with municipal and district public ownership units in 
which operating deficits will be made up by the taxpayer. 
After private concerns have been driven out of the field, 
the various public ownership groups doubtless will be 
‘integrated’ again into a Federal system managed by bu- 
reaucrats in Washington.” 

To the comment of the New York Sun on the purpose 
of the opposition to the utilities may be added Senator 
Wheeler’s statement of the broad objective of the bill he 
fathered: 

“For the private initiative of the holding company bent 
on a quest for private profit, this bill substitutes the public 
initiative of a Federal agency directed to the objective of 
public service.” 


The aim of this legislation, then, was frankly to sup- 
plant private initiative by that of a Federal bureau. I do not 
agree with Senator Wheeler that the profit motive and the 
service motive are incompatible. Quite to the contrary, most 
of our major industries, most of our large and small busi- 
nesses perform a commendable public service in their effort 
to obtain private profit. However, if these two statements 
correctly disclose the ultimate objective of this campaign 
against the utilities, which is merely a prelude to similar 
action concerning other industries, it may well be asked 
whether the consummation of the program or any part of it 
is worth the cost to the American public in dollars and cents. 

To the rejection of the compromise proposal there 
should be charged the promised expenditure by the utilities 
reaching toward $500,000,000 for capital goods, $600,000,- 
000 free electric energy to the customers of the utilities, and 
the reasonable promise that the compromise would release 
in all a pent up demand of $3,500,000,000 in consumers and 
producers goods. All this, with its far reaching effects, was 
sacrificed merely that the letter of the death sentence might 
be retained and laboratory experimentation practiced on what 
was left of the utilities. 

It is pertinent to ask why the utilities themselves, with- 
out awaiting any sanction from or concessions by the Ad- 
ministration, did not proceed to make available the objective 
rate and expend additional capital for construction purposes. 
The reason is obvious. Utility properties cannot be ex- 
panded; rates cannot be reduced ; capital expenditures cannot 
be made against the uncertainties of the threatened invasion 
of a business by government. 

Today one billion dollars of utility property constitut- 
ing 8 per cent of the entire electric utility property of the 
United States is rendered unable to finance itself without the 
assistance of holding company advances because of the mere 
existence of the Tennessee Valley Authority, This Authority 
sits as a constant threat and potential invader of the territory 
of every operating utility company within transmission dist- 
ance of it. Likewise, such conditions exist wherever the 
Government grants 45 per cent of the cost and lends the 
balance at low interest rates to municipalities to duplicate 
the existing systems of utility companies. 

In this group of investment bankers to whom I am 
talking, there exists not one who will finance at reasonable 
prices and interest rates any utility property within the threat 
of these Government activities. If it were not for the fact 
that the holding companies were supporting these companies, 
the latter, under this Government attack, would be com- 
pelled to discontinue construction activities. 

If the utility industry knew today that it could reach 
a reasonable compromise with the Administration by which 
the death sentence of the Wheeler-Rayburn Bill could be 
repealed, sane regulation of the industry established, and the 
invasion and duplication of its systems directly and indi- 
rectly by its own Government removed, it could double its 
capital expenditures tomorrow. It could begin a program 
which would put hundreds of thousands of men in this country 
back to work largely in the manufacture of durable goods and 
construction work where all economists agree lies the neces- 
sity for activity in order to produce the return of economic 
prosperity. 

Now there is a calm as the battle moves from Congress 
to the courts. The utility companies had no choice, faced 
as they were with extinction, and of necessity had to file 
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suits in an effort to stay the application of the Wheeler- 
Rayburn death sentence bill. 

The issue is in the courts. That is not the place, in my 
opinion, where it should be. Courts settle questions, but they 
do not dispose of problems, and even if a court decision 
would forever remove the public utility question from pub- 
lic discussion, the nation must pass through a long travail 
of uncertainty and unemployment before any final decision 
from the courts may be reasonably anticipated. Yet there is 
a way in which this utility problem can be solved quickly, 
effectively and to the advantage of virtually every consumer 
of electric energy, every investor in public utility securities 
and to both the immediate and ultimate benefit of the coun- 
try. The time has arrived in the utility controversy fo: 
moderate, sober, patriotic men to call for this sane solution. 

Congress meets in January. It has already given long 
study to the public utility question. In the closing days of 
the last session it passed a hastily drafted measure, embody- 
ing some of the provision which the House had twice re- 
jected and which the Senate supported by the scant margin 
of one vote. In the period of sober second judgment which 
has now arrived in the utility controversy, Congress can 
solve this problem and free the country from long and dis- 
tracting litigation by passing a reasonable public utilities bill. 

This can be accomplished either by an amendment to the 
present bill or by the introduction and passage of a new bill. 
Such a bill should make the issuance of all utility holding 
company securities subject to the approval of the Securities 
and Exchange Commission and empower it to prohibit the 
issue and sale of securities found to be detrimental to the 
interests of the investing or consuming public; require all 
utility holding companies which do not have their securities 
listed on a registered stock exchange to register with the 
Securities and Exchange Commission, thus making them sub- 
ject to all the provisions of the present Securities Exchange 
Act; regulate the relationship between public utility holding 
company and any affiliate so as to prohibit upstream loans, 
excess profits from service, engineering financing charges and 
any and all other abuses alleged against utility companies 
during the boom era; authorize the Securities and Exchange 
Commission to prescribe uniform systems of accounts for 
holding companies; provide for the creation of interstate 
power boards to pass upon interstate power rates whenever 
requested by one of the State Public Service Commissions 
concerned or by a party to a contract prescribing such rates. 

These specific suggestions should be supplemented by 
any other provisions necessary to fully protect both the in- 
dustry, the consumer and the public against those abuses 
which were common to all industry during the extravaganza 
of speculation immediately prior to 1929. 

Neither social justice, economic reason or constitutional 
authority support the principles of the death sentence. In its 
essence, it means that any company owning systems located in 
different parts of the country, not matter how small such 
systems may be, must be prepared, at the uncontrolled dis- 
cretion of a Federal Commission, to dispose of all but one of 
such systems shortly after January 1, 1938. What respon- 
sible holding company official can afford, under such circum- 
stances, to expend capital funds on the expansion of such 
properties when he knows that their disposition will occur 
in a market glutted by similar forced sales? 

Approximately 80 per cent of the operating utility com- 





panies in this country today are part of utility holding com- 
pany systems. Those utility operating companies which are 
located in the more prosperous economic sections of the 
United States and which are unaffected by Federal power 
projects such as the TVA are still able today to meet their 
capital requirements by the issuance of bonds and preferred 
stocks; but no prudent utility holding company executive, in 
the light of the present law and litigation, can authorize the 
investment of money of the holding company in the common 
stocks of such companies, thus providing the proper relation- 
ship between the senior and junior securities, and retain an 
adequate cushion behind the senior security. 

Those utility properties located in the areas in the coun- 
try subject to the attack of the Federal power projects and 
municipal duplication of their systems have no place to turn 
for their excess requirements of cash for construction pur- 
poses except to the holding company, and the holding com- 
pany finds itself in a position where it can respond only most 
niggardly to those requirements. The result of all this is 
that construction budgets of utility companies, of necessity, 
are being cut to the bone. 

Tens of thousands of men in the heavy goods industries 
are praying for employment and economic freedom. Tens of 
thousands of men can be put to work in utility construction 
if sanity will but prevail and the present bill be amended 
at the next session of Congress. Surely, the haters have oc- 
cupied the stage long enough. Venom and calumny have 
had their full day. Let us give a little time to constructive 
effort so that work—not debate—can be applied to this prob- 
lem. Unless we can reach a saner solution than that con- 
tained in the existing legislation, we have failed miserably as 
a nation in the handling of the utility question, which after 
all, when freed from personal ambitions, political aims and 
aspirations and stripped of all punitive and retaliatory fea- 
tures, is not so baffling or abstruse. 

Now in the discussion of the utility question, I have 
done a good deal of talking, and if I have neglected a good 
many important points, I probably have not missed as many 
as I have missed good places to stop. If I have said anything 
in rancor or spoken of anyone in bitterness, | am sorry, and 
if | have attempted to be jocular or facetious, | hope my re- 
marks have been accepted in a spirit of fun. | am not inte- 
ested in any benefits to politicians or parties that may be won 
out of this public utility problem. In my discussion I hope 
to impersonalize the issue and deal with it on the basis of 
logic and economics rather than the individuals involved. In 
my opinion, the issues at play in this question and the con- 
sequences of the course selected for dealing with the electric 
power companies transcend in importance the personalities 
of any men, whether they are in public life or in private 
endeavor. 

I do not undertake to condone many of the actions of 
utility management during the days of speculative frenzy. I 
think the utility industry must keep its own house clean. 
Unfortunately, from a few isolated acts, the impression has 
been created throughout the country that the officials of 
public utility holding companies with diversified properties 
are men solely in the pursuit of greedy and selfish purposes. 
I know most of them personally—Groesbeck, Muhlfeld, 
Fogarty, Tidd, Zimmerman, Jones, Gossler and many others. 
They are and have been greedy during this fight, but it has 
not been greed for money—it has been greed for the protec- 
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tion of the rights of their stockholders. They have been self- 
ish—selfish to carry out the utmost obligation of their trust. 

The corporation of which I have the honor to be Presi- 
dent has over two hundred thousand security holders; I 
yield to no public official in the exalted obligation that such 
a trusteeship imposes upon me. 

The electric utility industry under private initiative has 
played an important part in the upbuilding of the American 
nation. It looks for opportunity to continue its career of ser- 
vice and expansion recognizing its ability to bring new con- 
structive forces to play in speeding economic recovery. If 
that recovery be much longer delayed by artifical hurdles 
and punitive legislation, our country will soon be flooded 













with a new deluge of panaceas which may engulf both our 
economic and our political systems. 

The responsibilities of today rest with our political 
leaders and those who occupy the forefront and hold the 
positions of trust in industry and business, and to both groups 
the people have a right to turn at the present hour. Let both 


forget the acrimonies of the past and join in a common pur- 


pose of restoring economic prosperity to our distraught coun- 
try. 

I put the question—Could any single act do more to 
restore the confidence of American business than for Con- 
gress in its January session to enact a reasonable public 
utility law? 


The Danger Zone 


AND REASONS FOR RESIGNATION 
By SIR SAMUEL HOARE, Former Foreign Minister of Great Britain 
Delivered in the House of Commons, December 19, 1935. 6 


HE House always gives a sym athetic and generous 
hearing to a former Minister who explains the reason 
for his resignation. I ask today for a generous mea- 

sure of indulgence in view of the great complexities in the 
questions with which I will be dealing and in view also of 
the special difficulties that confronted me during recent days. 

I would gladly have been here ten days ago when this 
question first came into prominence. Unfortunately, under 
a doctor’s orders, I had to go abroad. More unfortunately, 
still, having gone abroad, an unfortunate accident prevented 
my immediate return. The result has been that criticism, 
doubt and sometimes, perhaps, misrepresentation have so far 
gained possession of the field that it is very difficult for me 
at the present moment to put up any line of defense at all. 

None the less, I propose to deal fully with the circum- 
stances leading to my resignation. I ask the House to accord 
me greater latitude than is sometimes allowed in personal ex- 
planations, and while I will do my utmost not to impose un- 
duly upon the time of the House, I must go into the question 
in seme detail. 

Ever since I have been at the Foreign Office I have been 
obsessed with the urgency of two great issues. Day in and 
day out I have been obsessed with the urgent necessity of 
doing everything in my power to prevent an isolated war be- 
tween Great Britain and Italy. 

I believe these two great issues were two of the issues 
mainly in the mind of the electorate at the last election— 
fear on the one hand of a general conflagration and on the 
other hand of an isolated war between Great Britain and 
Italy. 

When the election ended the war had already been in 
progress for some weeks. We had done our best to prevent 
this outbreak. I myself had done everything in my power 
to mobilize world opinion against it at the Assembly at 
Geneva. 

Despite our efforts the war broke out, and every day it 
continued it involved the world in greater and more danger- 
ous problems. There was trouble in the East, there was 
trouble in Egypt. There was trouble brewing in more than 
one-quarter of Europe. 


Not the least was the threat of differences and mis- 
understanding that had a bad effect on public opinion in 
France. It must have been clear to every member of the 
House that the threat of an outbreak of war had raised very 
dificult questions between ourselves and France. It must 
have been obvious that a great body of opinion in France was 
intensely nervous of anything likely to weaken French 
defense. 

In view of this fact, I did everything in my power to 
make a settlement possible, while loyally continuing the policy 
of sanctions as a coercive policy. I do not think any one can 
charge me with hesitation in pushing that policy both here 
and at Geneva. I never allowed a day to pass without at- 
tempting some means to find a peaceful settlement of this 
controversy. 

That was the position after the election. We were en- 
gaged in our double task of taking our full share of collective 
action and also the other task imposed on us by the League 
itself of trying to find a basis for settlement of this unfor- 
tunate dispute. 

I was particularly concentrating on the second of these 
two tasks in view of the situation I saw inevitably develop- 
ing. In both these fields, of collective action and also of 
peaceful negotiation, we reached the turning point about a 
fortnight ago. 

The turning point came sooner than any of us expected. 
Perhaps it came as the result of sanctions already imposed— 
that collective front which, I am glad to say, had been cre- 
ated at Geneva. 

About a fortnight ago it was clear that a situation was 
about to be created by an oil embargo. It seemed clear that, 
supposing an oil embargo could be imposed and that no mem- 
ber States [of the Leaue of Nations] took an ineffective part, 
an oil embargo might have such an effect on the hostilities as 
to force their termination. 

Just because of the effectiveness of oil sanctions, pro- 
viding that member States took full part, the situation im- 
mediately became more dangerous from the viewpoint of Ital- 
ian resistance. From all sides we received reports no re- 
sponsible government could disregard—that Italy would re- 
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gard an oil embargo as a military action or an act involving 


war against her. 


Let me make our position clear. We had no fear what- 
ever, as a nation, against any Italian threat. Whatever 
Italy’s conduct, we should retaliate. Judging from our past 
history, we would retaliate with full success. 

What we had in mind was something very different. 
An isolated attack of this kind launched upon one power 
without, maybe the full support of other powers would, it 
seemed to me, almost inevitably lead to dissolution of the 
League. 

It was in these circumstances ten days ago that I went 
to Paris. I did not want to go to Paris. I was in urgent 
need of rest, but apart from that fact I dislike intensely the 
practice of a foreign Minister leaving this country and con- 
ducting negotiations in foreign capitals. 

None the less, I was pressed on all sides to go. I was 
pressed in such a way as to make refusal impossible. It was 
in an atmosphere threatened with war that the conversations 
began. It was an atmosphere in which it was obvious that 
the great majority, indeed, the totality of member States, ap- 
peared opposed to military action. 

It was a moment of great urgency. Within five days 
the question of an oil embargo was to come up at Geneva, 
and I did not feel myself justified in proposing any postpone- 
ment of the embargo unless it could be shown to the League 
that negotiations had actually started. It was a moment in 
which, while most of the member States had taken part in 
economic sanctions, no member State except ourselves had 
taken any military precautions. 

Last, it was a moment in which it seemed to me that 
Anglo-French cooperation was essential if there were not to 
be a breach at Geneva and the sanctions front be destroyed. 
For two days Premier Laval and I discussed a basis of pos- 
sible discussion. 

We were not discussing terms to be imposed upon the 
belligerents, we were discussing proposals which might bring 
the two parties to the same room to make subsequent negotia- 
The proposals that emerged from those dis- 
cussions, were not French proposals nor British proposals in 
the sense that we liked them—neither Premier Laval nor 
myself liked many features of them. 

It did, however, seem to us to be the only basis on 
which it was even remotely possible that we could start a basis 
for discussion. It was certainly the minimum basis on which 
the French Government was prepared to proceed, and this 
minimum we only reached after two days of strenuous dis 


cussion. 


tions possible. 


As far as I was concerned, it seemed to me so important 
to start negotiations, even if they had to be on this basis, that 
much as | disliked some features of the scheme, I could not 
withhold my provisional consent. 

1 felt that the issues were grave and the dangers of 
continuance of war serious, and that it was worth making 
the attempt and essential to maintain Anglo-French solidarity. 
It was in this spirit alone that we agreed to the suggestion— 
that alone is the explanation of the justification of the Paris 
communique. 

What were the suggestions that were put forward to 
the belligerents and the League? Many of my friends have 
said to me, “say nothing about the proposals, they are dead. 





The world is against them.”’ I could not accept that advice 
in justice to myself or, what is more important, in justice to 
the gravity of the issues raised. 

I will give a description of the actual proposals, for 1 
am anxious to have these on the recerds of the House in 
order that it should be seen what were the proposals which 
actually led to my resignation. ‘There were three classes of 
proposals—firstly, for international supervision; secondly, for 
territorial exchanges, and thirdly, opportunities for Italian 
economic expansion and settlement. 

These were the three principles in the report of the 
Committee of Five [of the League] and it is important to 
remind the House that while Premier Mussolini refused to 
accept that report, the Emperor [of Ethiopia] accepted it in 
principle when the threat of war was hanging over him. 

It should also.be remembered that not long ago the Em- 
peror himself showed his great desire for an outlet to the 
sea by offering in exchange for it a vast region of Ogaden. 
The Paris proposals substituted for Ogaden the part of 
Tigre Province that is now in Italian occupation and in 
which the Abyssinian chieftains seem to have gone over to 
the Italian side. But that would have meant Italian evacua- 
tion of certain occupied territories, including the sacred town 
of Aksum. 

Secondly, regarding the strip of Danakil and Ogaden 
territory of limited area, this territory is entirely a desert. 
As to a port, the proposal was for an effective outlet, with a 
wide corridor in full sovereignty for Aybssinia, at Assab, and 
no stipulation was discussed concerning any restraint upon it 
regarding the building of a railway. The Zeila alternative 
[for a port] was only included as an alternative if both sides 
preferred it. 

In the south a large area was to be set aside for Italian 
economic development and expansion. ‘This area is non- 
Amharic. It represents comparatively recent conquests by 
Abyssinia. It is sparsely populated. Slave traders have 
devastated it in some parts, while slave-ownership is prevalent 
over the whole area as, indeed, over the whole country. 

Let me make quite clear that there was no transfer of 
sovereignty, and that administration, while continuing Abys- 
sinian, was to be under the guidance and control of the 
League Plan of Assistance. What I understand to have been 
an early objection raised in the Committee of Five against 


anything like dual administration was thus met. 


At the same time, as was bound to be the case in an area 
where Italians were to settle and Italian capital was to be 
sunk, officials of Italian nationality vould take a predominant 
part in local control, but local control would be subject to 
the League Plan of Assistance. You will find such develop- 
ment clearly foreseen in the Chapter of Assistance drawn up 
by the Committee of Five and included in Page 4 of the 
\Vhite Paper. 

In no sense was this area to be transferred territory, nor, 
as far as League supervision was concerned, was it to be 
differentiated from the rest of Abyssinia. 

I am aware that this part of the scheme has’ met the 
fiercest criticism. 1 would remind the members that a free 
hand was left to the League to fill in this chapter as it willed, 
and that from all parts of this House we have heard de- 
mands for Italian colonial expansion. 

I would also remind the House that by various instru- 
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ments, more particularly the 1906 treaty as regards the 
French and ourselves and the 1925 exchange of notes be- 
tween ourselves and Italy, we have recognized Italian eco- 
nomic interests over a much wider area of Abyssinia than that 
comprised in the southern zone, while only recently we made 
it clear that as far as we ourselves are concerned we have no 
other economic interests in the country than those centered 
in the waters of Lake Tana and the Blue Nile. 

These proposals are immensely less favorable to Italy 
than the demand Mussolini made to Anthony Eden last 
Summer. They are immensely less favorable to Italy than 
the demands Mussolini subsequently made. 

Last Summer Mussolini said that in any settlement with- 
out war he would require to annex all those parts of Abys- 
sinia which did not form part of Abyssinia proper but which 
had been conquered by Abyssinia, and control Abyssinia 
proper. 

The parts of Abyssinia Italy then wished to annex were 
far greater than the cessions contemplated in the Paris pro- 
posals. Moreover, Mussolini also made clear that if he had 
to go to war to secure them, his aim would be to wipe the 
name of Abyssinia from the map. 

I venture to make these observations to meet the charge 
that has been made against me that I have approved terms 
more favorable than Mussolini demanded himself. 

I have spoken of the Italian side of the controversy. 
Let no member think that throughout all these difficult ne- 
gotiations I have not been thinking equally of the Aybssinian 
side of the controversy. I have been terrified at the thought 
we might lead Abyssinia to think the League could do more 
than it can, and that finally we should find a terrible moment 
of disillusionment in which Abyssinia might be altogether 
destroyed as an independent Sate. 


I could not help thinking of the past, when more than 
once in our history we had rightly given all our sympathies 
to some threatened or downtrodden race, but because we had 
been unable to implement the effect of those sympathies, all 
we had done was to encourage them, with the result that in 
the end their fate was worse than it would have been without 
our sympathy. 

It was on that account that a telegram went to Addis 
Ababa asking the Emperor to give favorable consideration to 
the possibility of negotiation. The telegram in no way meant 
that we were anxious to impose terms upon him, but we did 
feel that, looking at the dangers of the future, it was for the 
Emperor to consider with responsibility and seriousness 
whether, in his own interests, it would be better or not to 
begin negotiations. 

The fact is there are only two ways of ending war— 
either peace by negotiation or peace by surrender. If it is to 
be peace by negotiation, I don’t believe myself when. the time 
comes that it will not be found peace will have to be made 
upon the three principles I have stated at the beginning of 
my speech. If members have other suggestions to make I 
hope they will make them. 

If it is to be peace by surrender it will mean complete 
collapse of onc or the other of the belligerents. My own 
view—and I have stated it frankly to the House—is that I 
believe the end of the war will come by negotiations. I be- 
lieve it will not come by complete surrender on either side, 
but that when peace comes it will be found that the same 





present negotiations have failed and that the problem of set- 
tlement still remains. 

Failure makes the position more difficult and dangerous 
than it was before. This fact I had constantly in mind in 
my talks in Paris. I know that if the negotiations proved 
impossible, the situation must inevitably become more accute. 
The situation has become more acute. It is necessary for 
me, in a few sentences, to say something about the situation 
as I see it today now that negotiations have failed. 

It is necessary for all members of the League to take 
stock of their position. Hitherto they have worked together, 
worked well together. They have imposed economic sanc- 
tions and on the whole they have cooperated successfully one 
with the other. 

But up to the present this economic pressure has not 
brought us into the danger zone. Now we are entering a 
new phase of the war, and I should not be candid with the 
House were I not to say that I believe we are now entering 
a much more dangerous phase. 

I make no complaints and no recriminations against any 
member State in the past. They have done their best; but 
I do say that up to the present they have not taken military 
precautions. I say that now that we are entering upon this 
new chapter in the war, it is essential, if collective defense is 
to be really effective, if we go beyond the period of general 
protestations, that we have actual proof by action from the 
member States concerned. 


There is no secret about what I am saying. We alone 
have taken these military precautions. ‘There is a British 
fleet in the Mediterranean. There are British reinforcements 
in Egypt, Malta‘and Aden. No ship, no machine gun, no 
man has been. moved by any other member State. 

Now that negotiations have failed, we must have some- 
thing more than these general protestations of loyalty to the 
League. I say that again not because we of the British Em- 
pire are afraid of an Italian attack on us. I say it because I 
believe that without this active cooperation, collective security 
is impossible and the League will dissolve. 


I say it, moreover, because I believe that without this 
active cooperation it will be impossible to have more than 
an unsatisfactory peace. You cannot have 100 per cent peace 
if you have only 5 per cent of the cooperation that goes to 
making it. 

If every member State will by action prove it is de- 
termined to take its full part in resistance to an aggressive 
act if an aggressive act is made, then it will be possible to 
have the kind of peace we all desire. 

Let the House remember the conditions of modern war- 
fare. Let them remember that in modern warfare events 
move very quickly. The aggressor has a great advantage. 
The aggressor has his forces mobilized. He is ready to strike 
and in conditions of modern warfare he can strike with ap- 
palling speed. 

This makes it all the more necessary that all the member 
States should here and now make themselves ready not for 
an event that may take place three or four or six months 
ahead but for an event that may take place at any time. 

I say this, not with the view of creating a panic, not 
with the view of suggesting we are afraid of an Italian at- 
tack, but because I believe that, unless these facts are faced 
and faced in the immediate future, either the League will 
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break up or a most unsatisfactory peace will result from the 
conflict which is now taking place. It is a choice between 
full cooperation of all member States and the kind of un- 
satisfactory compromise we contemplated in the suggestions 
hat Mr. Laval and I put up at Paris. 

I am greatly obliged to the House for allowing me to 
make this protracted explanation. I felt it was my duty to 
put the position before them as clearly and plainly as 1 
could with the dangers I see lurking in the future unless we 
face the facts that actually confront us. 

I come now to the conclusion of the matter so far as it 
confronts me. 

I ask myself, looking back, whether I have a guilty con- 
science or whether my conscience is clear. I say with all 
humility to the House that my conscience is clear. 

So far as the judgment of others is concerned, I am 
painfully aware of the fact that the great body of opinion 
is intensely critical of the course I adopted. Knowing my 
own deficiencies, and having no illusions about my own judg- 
ment, | should naturally wish to accept the view of this great 
body of men and women from one end of the country to the 
other. 

But, looking at the situation as I see it, looking back at 
the position in which I was placed a fortnight ago, I say to 
the House that I cannot honestly recant and I sincerely be- 
lieve the course I took was the only course that was possible 
in the circumstances. 


Human Rights 


HE jealousies of the Thirteen Colonies prompted 
Alexander Hamilton to bid his countrymen: “Think 
continentally.” The current menaces to personal 
liberty and to our country’s future bids Americans now to 
think constitutionally. No poet has ever written an ode of 
gratitude to gravitation, yet it is the power which binds us 
to this earth and holds all worlds in place. The Federal 
Constitution holds the government in its orbit and binds 
every official to the ambit of his legitimate authority. Under 
the government it chartered, hundreds of millions of men 
and women have attained the greatest personal security and 
happiness ever known. It is a citadel of human rights. 

The worst examples of “man’s inhumanity to man” have 
been exhibited in the name of government. In that name, 
Tamerlane erected a pyramid of 90,000 human heads on the 
smoking ruins of Bagdad, Attila wiped out every human be- 
ing in seventy cities, and Henry VIII sent 12,000 men and 
women to the block. In that name, the bastile stood in 
Paris for four centuries as the symbol of oppression. Within 
its dungeons thousands were held without trial and tortur d 
without mercy. On the 14th of July, 1789, the multitude 


I know there may be a great majority in the House who 
disagree. It may be that many of my best friends disagree. 

None the less I am sure that in dealing with these grave 
issues the only course to take is the course one genuinely be- 
lieves to be the right course. I believe it was the right course. 

I believe that in the future, when opinion is somewhat 
less excited than it is today, there may be at any rate some of 
my colleagues who will think there were better reasons for 
the course I took than they do today. 

In any case there is the hard, ineluctable fact that for 
the time being I feel I have not got the confidence of the 
great body of opinion of the country and I feel it is essential 
for the Foreign Secretary, more than any other Minister of 
the government, that he have behind him the general approval 
of his fellow countrymen. 

| have not got that general approval behind me today 
and, since I realize that fact, without any prompting, with- 
out any suggestion from anybody, I asked the Prime Minister 
to accept my resignation. I asked him to accept my resigna- 
tion for that reason and that reason alone, that I believed in 
the circumstances I should not carry weight and influence in 
the councils of Europe unless I had behind me the great body 
of opinion of this country. 

I can do no more than to wish my successor, whoever 
he may be, every kind of success in his difficult task and I 
only hope he may have better luck than I have had in the 
past few months. 


The Constitution: Guarantee of 


and Economic 


Liberalism 


By GEORGE W. MAXEY, Justice of the Supreme Court of Pennsylvania. 
Delivered at a meeting of the State Council of Republican Women, Harrisburg, Pa., November 21, 1935. 


razed the bastile stone by stone, and yet in a few years this 
same multitude in the name of the liberty they professed 
and profaned, made the streets and squares of Paris run red 
with the blood of thousands of innocent men, women and 
children. In the name of government, two million men and 
women have been executed and eighteen million have starved 
in Russia since the Czar was overthrown. In Germany, in 
the name of government, several hundred men, innocent of 
any proved crime, were executed by firing squads on a single 
June day in 1934, and at the present time and in the same 
name, thousands are, because of their race or religion, lan- 
guishing in prisons while tens of thousands of others are 
either denied the right to earn their daily bread or are exiled 
from the land of their fathers. In Germany, as in Russia, 
free speech, a free press and the right of free assemblage are 
absolutely non-existent. 

The framers of our Constitution knew what autocracies 
were. On the Fourth of July, 1776, they had indicted a 
British autocrat at the bar of history. They indicted him 


for “creating a multitude of new offices” and sending hither 
“swarms of officers to harass our people and to eat out our 
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substance,” for arrogating to himself legislative power, for 
attempting to make judges do his will, and for imposing 
taxes illegally and oppressively. And finally, they indicted 
him for “altering fundamentally our form of government.” 
There being no Supreme Court to curb that autocrat’s 
usurpations and extravagance, the colonists curbed it by 
force. 

The formation of our government was no hapazard 
affair. The problem was studied for five years after York- 





town by men of intellect and experience. These men knew 


that two ideas of government have ever been in conflict. 

Autocracy is always arrayed against Democracy, or, to put 

it another way, rigidity of thought, limitation of speech, and 

the curbing of enterprise have always been arrayed against 
| free thought, free speech and economic liberalism. The 
autocrat believes that individuals are mere subjects of gov- 
ernmental power, not the source of it; that men are born 
for regimentation, not for individual initiative and action. 
Wherever autocracy has prevailed, thought has been enslaved, 
ambition suppressed, society stratified into classes and enter- 
prise discouraged. The era of Autocracy Ascendent was 
“the Dark Ages” of the world. Progress came only when 
thought was unshackled and men unchained. Autocracies 
are barren of achievement. Every great invention has been 
a child of liberty. Autocracies are like deserts which by 
day absorb the energies of the sun and by night are bathed 
in the moonlight’s witchery but in turn yield neither fruit 
nor. flower. 

The making of the Constitution was not a job which 
was “rushed.” It was not voted for without discussion or 
signed without reading. Support for it was not secured by 
promises of spoils or guarantees of federal allotments. It 
was adopted by the Thirteen Colonies only after thorough 
consideration and debate. In his library at Monticello 
Thomas Jefferson studied the constitutions of one hundred 
Republics which had flared and failed during more than two 
thousand years of history. Washington and his associates 
wanted a Republic, for they believed in man’s rights, in his 
trustworthiness, and in his ability to work out his own 
destiny. At that time there was not one great Republic 
on earth. Katherine ruled Russia; Frederick the Great, 
Prussia; and Louis XVI, France. In England, two years 
after our Constitution was ordained, Thomas Paine was 
indicted for high treason for writing a book entitled, “The 
Rights of Man.” 

It took faith in humanity to establish this Republic. 
Its builders repudiated the doctrine of paternalism and de- 
clared that, with rare exceptions, individuals are their own 
best guardians, that the public welfare is most advanced 
when property is privately owned and individually cared for. 
In the tear-blurred record of the ages they had read of the 
curse of too much government. They were well aware that 
the progress of the race had been marked by the expulsion 
of rulers and officials from areas of human activity where 
they had been only oppressive intruders. They believed in 
the unfettering and encouragement of individual enterprise, 
and being statesmen they regarded competition with private 
business as not a legitimate function of government. They 
knew by reading, reflection and experience that the adminis- 
tration of public affairs often falls into the hands of igno- 
rant, selfish and inordinately ambitious men, and that the 
power of government for evil, when that power is adminis- 


tered by such men, is unlimited unless it is restrained by 
organic law. So they hemmed in governmental power with 
commands of “Thou Shalt Not” placed at points where 
trespasses on the rights of human beings would most likely 
be attempted by those clothed with authority. They con- 
trived every possible constitutionai safeguard against the 
establishment of an autocracy. No autocrat ever expressed 
any veneration for the American Constitution. Autocracy 
denies that individual freedom is either right or expedient. 
Its tenet is that man must be guided and controlled—that 
he never becomes politically “of age.” That idea is alien 
to American character and a libel on American history. 

The makers of the Constitution made it clear to Con- 
gress that its business was not the manufacturing of legisla- 
tive strait-jackets for individuals or for business. They made 
it clear to the President that he was not the master but the 
first servant of the Nation. The Constitution places far 
beyond the reach of governmental interference certain funda- 
mental rights essential to life, liberty, and the pursuit of 
happiness. The most exalted position created was President, 
and lest its occupant might sometime be tempted to exercise 
ungranted powers, it is provided that before a President 
enters on the execution of his office, “he shall take an oath 
to preserve, protect and defend the Constitution of the 
United States.” The framers of that document regarded 
an oath as something registered in heaven and assumed that 
no man so honored and so sworn would violate it. To safe- 
guard individual rights the framers of the Constitution 
created the Supreme Court with authority to say, when the 
facts warranted, to the President and Congress: “Your acts 
are void because you are attempting to do what the Con- 
stitution declares you must not do.” 

For nearly one hundred and fifty years the Constitution 
has served as a protector of American lives, liberty and 
property. In these days when property is being confiscated 
in the name of “taxation,” when the savings of the thrifty 
are being confiscated in the name of “recovery,” it is gratify- 
ing to note that two-thirds of a century ago the Supreme 
Court of the United States, obedient to its duty to uphold 
the Constitution, would not permit the federal government 
to confiscate the property of Robert E. Lee, even in the 
name of patriotism. “Though Arlington had been seized in 
time of great civil strife and made a national cemetery, the 
Supreme Court said in United States v. Lee (106 U. S. 
196): “Shall it be said that the courts cannot give a remedy 
when the citizen has been deprived of his property by force, 
his estate seized without lawful authority, without process 
of law and without compensation, because the President has 
ordered it and his officers are in possession?” ‘The Supreme 
Court, acting in obedience to the prescriptions of the Con- 
stitution, answeered that question: “No,” and applied the 
appropriate remedy. 

In Ex Parte Milligan (4 Wall. 2), men who had been 
sentenced to death on the verdict of a military commission, 
appealed to the United States Supreme Court to vindicate 
their constitutional rights to a trial by jury and their appeal 
was not in vain. In a decision, which is a land-mark of 
human rights, that court said: “The Constitution of the 
United States is a law for rulers and people, equally in war 
and in peace, and covers with the shield of its protection 
all classes of men, at all times, and under all circumstances. 
No doctrine, involving more pernicious consequences, was 
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ever invented by the wit of man than that any of its provi- 
sions can be suspended during any of the great exigencies 
of government. Such a doctrine leac's directly to anarchy or 
despotism. . .. Wicked men, ambitious of power, with hatred 
of liberty and contempt of law, may fill the place once oc- 
cupied by Washington and Lincoln. . . . Our fathers knew 
that unlimited power was especially hazardous to freemen.” 

There are those in high places today who, finding the 
Constitution standing in the pathway of their desire for 
power, speak lightly of proposed amendments to the Con- 
stitution as “a change in the rules.” The essence of our 
Constitution is not rules but principles which can no more 
be amended without fatal results to our form of government 
than can the Ten Commandments be amended without shat- 
tering the moral and social order of the world. If the power 
of the Supreme Court to keep the Chief Executive and Con- 
gress within those limits prescribed for them by the Con- 
stitution, is taken away, our written guarantees of individual 
liberties would become mere scraps of paper to be tossed 
aside at the whim of a President and a presidentially con- 
trolled Congress. It would mean the end of democracy and 
an era of Autocracy Ascendent for America. It would be 
the beginning of America’s own Dark Ages. 

To transfer to the central government at Washington— 
as those in federal authority are now attempting to do—the 
power to regulate matters which are inherently for “home 
rule,” is to throw our entire mechanism of government out 
of balance. A proper balancing of units is as essential to 
the successful working of government as it is to the success- 
ful working of a piece of machinery or of the solar system. 
If human beings had power to amend the “Constitution” 
of the solar system and attempted to do so by assigning to 
some planet the orbit traveled by another since Creation, or 
by increasing the mass of one planet and decreasing the mass 
of another, it would not require an astronomer to foretell 
that the solar system was headed for a smash. 

The safeguards of our Constitution have acted like 
irresistable dykes controlling the course of a torrential river 
and making it the servant of commerce and a promoter of 
human welfare. Beware of any “leader” who asks your 
permission to tamper with the dykes, for when the dykes 
are disturbed, “the floods come.” 


There are those who are trying to “junk” the Con- 
stitution in the name of “emergency.” We have had emer- 
gencies before and we got through them without subverting 
the Constitution. The Civil War was the greatest emer- 
gency in our history. It presented a great temptation to 
destroy the constitutional balance. between the Federal and 
State governments. When the end of that war was near 
and the triumph of the Union assured, there were powerful 
congressional leaders who declared: “The states in secession 
must be treated as conquered provinces.” Owing to prevail- 
ing super-charged emotions, the proposal received wide sup- 
port. But Abraham Lincoln with flawless wisdom took the 
position that the seceding states be restored to the Union 
with all their self-governing powers unimpaired. At the last 
cabinet meeting he held (ten hours before the tragic end), 
he said he did not share others’ feelings of vindictiveness and 
it was his policy to “re-animate the states and re-establish 
the Union.” And at that very moment, as though Provi- 
dence was permitting a preview of what was to be ultimately 
the nation-wide result of Lincoln’s sound statesmanship, there 


was being raised above the battered ramparts of Fort Sumter 
the identical flag that had been hauled down under hostile 
fire four years before, and as it unfurled, thousands of South 
Carolinians along the Charleston shore began to sing “The 
Star Spangled Banner.” 

This country was afflicted with at least four major de- 
pressions before this one and it went through them all suc- 
cessfully without ignoring or violating a single provision of 
the Constitution. In times of stress and strain the Con- 
stitution is the safest chart to steer by. Abraham Lincoln 
steered by it and no greater Captain ever trod the bridge of 
the Ship of State than he. 

Most men who have navigated ships across the North 
Atlantic have encountered the fog banks and icebergs of 
Newfoundland. The Captain of the Mayflower encountered 
fog banks and storms. He had only a frail craft but he 
steered it according to the principles of sound seamanship and 
landed his precious human cargo at Plymouth Rock. Cap- 
tain Smith of the Titanic had the mightiest ship in the 
world when he encountered the fog banks, but he ignored 
the principles of sound seamanship and so brought about the 
greatest maritime disaster in history. 


This country went through the great five-year depres- 
sion of 1873 without wrecking thee Constitution or starving 
a single citizen. Our annual federal expenditures were kept 
under $300,000,000 and at the end of the depression our debt 
had increased by only $8,270,970 or less than the present 
increase of national debt each day. Our captain took us 
through the fog banks without violating a single rule of 
sound seamanship. The nation went through the five-year 
depression of 1893. No one starved. The annual expendi- 
tures of the government were kept down to $365,000,000 
and the national debt was increased by only $215,000,000 
and this was spent to buy bonds to maintain an adequate 
gold reserve. Our national leadership was then characterized 
by resolute fidelity to sound principles. 

England was in the World War fifty-one months. She 
had to incur a great national debt. In every square mile 
she supports, on an average, 742 people while we support 41. 
Without starving a single citizen, the British budget is not 
only in balance but there have been budget surpluses for 
three years past. Prime Minister Baldwin said last June: 
Great Britain “has reduced taxation and the return to sound 
financial conditions has created that spirit of confidence with- 
out which the trade revival which we are now enjoying could 
never have occurred.” 


The statesmen of England recognize the eternal truth 
that there can be no revival of trade without the spirit of 
confidence, that there can be no spirit of confidence without 
sound financial conditions, and that the very essence of sound 
financial conditions is a balanced budget and a freedom 
from that excessive taxation which is merely legalized rob- 
bery. We cannot have either a balanced budget or reason- 
able taxes while we have a national administration “hell- 
bent” on blind experimentation, governmental waste and of- 
ficial extravagance. 

Confiscatory taxes are the unmistakable heralds of in- 
dustrial chaos and national downfall. Taine in his “Ancient 
Regime,” said: “In Gaul, during the decline of the Roman 
Empire, so numerous were the takers in comparison with the 
workers, and so enormous the weight of taxation, that the 
laborer broke down, the plains became deserts, and woods 
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grew where the plough had been.” Herbert Spencer said: 
“When the French Revolution was approaching, the public 
burdens had become such that many farms remained unculti- 
vated and many were deserted: one-quarter of the soil was 
absolutely lying waste; and in some provinces one-half was 
in heath.” 

Not only are vast sections of good American soil now 
“in heath” but the federal government is monthly paying out 
millions of dollars to men for putting and keeping their lands 
“in heath.” For example, the government is spending huge 
sums of money, raised by borrowing or taxation, to provide 
for “the flood control and the agricultural development of the 
Tennessee Valley.” When this plan has been carried out 
and vast acreages of land made available for cultivation, there 
will be more taxes for more subsidies to citizens not to culti- 
vate the very land the government has opened and prepared 
at public expense for cultivation. While millions needed 
clothing, the government ordered the ploughing under at pub- 
lic expense of cotton fields; while millions needed bread, the 
government ordered the fallowing of wheat and cora fields; 
while millions needed bacon, the government paid for pig pen 
pogroms. The idea lately in the ascendent is that the way 
to end poverty is to end plenty, the way to satisfy hunger is 
to destroy food, and the way for each individual to have more 
is for everyone to produce less. From the days of Euclid to 
Einstein, no one ever before heard of a mathematics which 
teaches that if the whole of the nation’s wealth is substantially 
reduced, the sum total of all individual shares will be greatly 
augmented. If this be sound statesmanship, experience is 
useless and the wisdom of the ages is folly. I prefer the 
voice that has come down to us through the centuries, say- 
ing: “He that tilleth his land shall have plenty of bread, but 
he that followeth after vain persons shall have poverty 
enough. I went by the field of the slothful and by the vine- 
yard of the man void of understanding. And, lo, it was ail 
grown over with thorns, and nettles had covered the face 
thereof, and the stone wall thereof was broken down. Then 
I saw and considered it well. I looked upon it and received 
instruction.” Which shall we accept as guide-posts out of 
“hard times.” The fine spun theories of mere dreamers or 
the home spun wisdom of men possessed of experience and 
with the ability to “think straight”? The “way out” is 
surely not the way of waste and extravagance. War’s waste 
and public and private debts and leeching taxes got us into 
the depression; more and more waste and debts and tax 
leeching will keep us in. “Bleeding” as a therapeutic agent 
was supposed to have been discarded a century ago, after it 
had killed George Washington. 

Nor will the debasing of our currency, the impairing of 
our credit, or the repudiation of our financial promises bring 
us prosperity. Promises that fall “below par” and stay there 
never yet brought permanent benefits to the promisor. The 
way of wisdom is to maintain unimpaired our credit and 
undebased our currency, to banish fear, to remove the shackles 
from business, and to give to capital, now shrinking back from 
investment, the spur of possible profit. Then private and 
public confidence will be restored, money will come out of 
hidden recesses and go to work, and through the commercial 
arteries of America there will flow in ever-strengthening tides, 
trade, which Cardinal Richelieu aptly called, “the calm 
health of nations.” In all ages and in all countries idle 
money has meant idle men. What the body economic needs 


is not more money but more business—not “fiat transfusion” 
but the restoration of “normal circulation.” 

Certain believers in legislative omnipotence mislead the 
people by promises of an “abundant life” obtained by statute. 
These present day “prophets” teach that the hardy virtues 
are now out-moded, that life is never again to be, as it has 
been since the dawn of time, a trial and a struggle. If we 
are lulled into inactivity by such empty promises, we have 
become a breed unworthy of our heritage. The ideals of 
ease and indolence did not animate the men who developed 
this continent. They struggled for food, clothing and shelter. 
They fought savage beasts and still more savage men. The 
soldiers of the Revolution cherished no illusions that life was 
a donation party. For six years they faced the armies of an 
empire. They went into action with outworn guns and lim- 
ited ammunition. They were beaten in battle but they came 
back to fight again. They plumbed the depths of human suf- 
fering in winter camps but their spirits were unconquerable. 
They chose as their symbol the eagle because he was daring 
and vital and strong and because God created him to be free. 

Today many legislative measures pretending to insure 
everyone a livelihood with little or no work, are offered. 
From “the abundant life” now promised us, fear, ambition 
and all individual effort will be excluded, thereby nullifying 
the laws of Nature. For ages it has been the activity re- 
sulting from fear that has given the deer in the forest his 
fleetness of foot and the birds in the air their strength of 
wing. It has been the fear of want and the ambition to 
excel that has brought the human race up from the compara- 
tive incompetence and inefficiency of pre-historic man to the 
present high standards of civilization and efficiency. If we 
Americans should ever find the legislative Fountains of Eter- 
nal Plenty the Ponce de Leons of today are promising us, we 
would deteriorate into a race of weaklings and become the 
prey of any strong people who would have the enterprise to 
come and take us, as Alexander took the Persians. Fear of 
want and hope of gain make the main-spring of human ambi- 
tion. That fear and hope led your ancestors and mine to 
make the dangerous journey in sailing ships from the Old 
World to this. Coal to be mined, forests to be felled, fields 
to be ploughed beckoned them. “The struggle for existence” 
is not a mere rhetorical phrase but a biological fact. One of 
life’s sweetest rewards is personal achievement through strug- 
gle. What man is remembered in honor by history except 
the man who accomplished great things by overcoming ob- 
stacles? Call the roll of great Americans and find one, if 
you can, who ever led a life of inertness. None of them ever 
lived in Lotus-land. A guide who took me around the Grand 
Canyon of Arizona last July told me that the herds of elk 
in that region had increased since the hotels and the govern- 
ment had stopped feeding them. When I asked him the rea- 
son for this, he replied: ‘When the elk were fed they became 
stupid and indolent and slow, and fell easy victims to the 
mountain lions. Now that they have to work hard for a 
living, their senses are alert and they are swift of foot and 
so they are able to escape from the lions.” No parent shoul’ 
so enfeeble his children and no government should so en- 
feeble its citizens as to unfit them for the battle of life. No 
individual ever became strong of body and alert of mind hy 
shunning obstacles and seeking ease and indolence. A feather 
pillow is a poor substitute for a grindstone in sharpening an 
ax. No razor ever acquired a cutting edge by being honed 
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on a piece of cheese. The most famous utterance of Theodore 
Roosevelt was his address on ‘“The Strenuous Life,” in which 
he said: “I preach not the doctrine of ignoble ease but the 
doctrine of the strenuous life, the life of toil and effort, of 
labor and strife. I preach that highest form of success which 
comes not to the man who desires mere easy peace but to the 
man who does not shrink from danger, from hardship, or 
from bitter toil. Who among you would teach your boys 
that ease was the ultimate goal for which they should strive? 
A mere life of ease is not a satisfactory life and above all it 
is a life which unfits those who follow it for serious work in 
the world. No country can long endure if its foundations are 
not laid deep in the material prosperity which comes from 
thrift, from business energy and enterprise, from hard, un- 
sparing effort in the fields of industrial activity. Statesmen 
like Lincoln, soldiers like Grant showed by their lives that 
they recognized the law of work; they toiled to win a com- 
petence for themselves and those dependant upon them, and 
they recognized also that there were yet other and even loftier 
duties—duties to the nation and duties to the race.” 

Australia, after experimenting with legislative “short 
cuts” to the millennium, finally returned to the ways of ex- 
perience and wisdom and made the unemployed go back to 
the land and help support themselves while the government 
balanced its budget. Prime Minister Lyons of Australia said 
last summer in a published statement: “The federal govern- 
ment of Australia found itself faced with a deficit of 100 
million dollars a year. Its effect was to dislocate public and 
private finance and gravely shake the confidence of the peo- 
ple in their government and in their private investments and 
industry. . . . We tightened the national belt to meet the 
circumstances. . The plan of printing more notes was 
summarily rejected. . . . Government expenditures were cut. 
Every section of private industry had salary and wage reduc- 
tions. . . . Interest on private mortgages was reduced. The 
deficit hecame a small surplus. Confidence was restored in 
government and in private industry. Factories formerly idle 
began to work again. There was an increase in investment. 
Unemployment which had reached its peak in 1932, steadily 
fell, but today the percentage is nearly half of what it was 
then and it is still dropping. There has been a general re- 
vival of trade. Many of the salary and wage cuts have been 
restored in private industry. The railroads showed better re- 
turns than in any year since 1925. These results have been 
achieved through the united efforts of practically every section 
of the community which adopted the principle that a nation 
like an individual must cut its coat according to its cloth, 
and must pay its way. The Bank of Australia, which is en- 
tirely divorced from political control, resolutely refused to 
allow any tampering with the currency.” 

Australia found her way out of the depression by the 
experience-blazed trail of public economy and individual in- 
dustry and personal thrift and self-denial. What this nation 
needs is fewer dramatic legislative novelties and more old- 
fashioned virtues. The attempt to increase the nation’s 
wealth by borrowing billions of dollars has placed on the 
backs of the American people the greatest burden of debt 
in our entire history. Every dollar spent by the extravagance 
of today must be replaced by a dollar earned by the labor of 
tomorrow. Repudiation of our debts would mean the cheat- 
ing of our creditors and the dishonoring of our nation. If 
we permit the debasing and consequent inflation of our cur- 


rency, that would mean both the repudiation of debts and a 
resort to what has been justly characterized as “the cruelest 
and unfairest method of all taxation.” Inflation wipes out 
the savings of the thrifty, reduces insurance policies to waste 
paper, destroys the endowments which sustain our hospitals 
and other humanity-serving institutions, and brings about 
general impoverishment. It means to the body-economic 
what watering the blood means to the human body. It would 
also draw the nation into the abyss of socialism and then 
dictatorship, as it did in France in the last decade of the 18th 
Century and as it has done in Germany. Inflation in the 
latter country drove people to eat black bread, wear paper 
clothes, and reduced five million dollars worth of life insur- 
ance policies to a value of less than one cent. 

The tax toll is steadily mounting. Never before has 
such a huge share of our national income been devoured by 
government. Our federal interest charges are now forty 
times what they were twenty years ago. During the past 
fifteen months a quarter of a million individuals have been 
added to the public payroll. Twenty-three million people are 
now on relief. Vast as our tax bill is, it is not half sufficient 
to meet the present voracious demands of an extravagant ad- 
ministration. These taxes already imposed are wasteful and 
un-economic because they continually eat up funds which 
otherwise would be devoted to creative purposes. Excessive 
taxation is like draining a mill-pond of the water necessary 
for the turning of the wheels of productive industry located 
on its shore. Our forefathers declared taxation without rep- 
resentation to be tyranny. The American people today 
should denounce taxation without reason as treason, for its 
effect on the body-economic is fatal, and when the body- 
economic dies, the body-politic cannot long endure. 

Excessive taxation is due to two things: (1) govern- 
mental extravagance, and (2) the extension of governmental 
activities into spheres where they have no business to be. No 
government has ever been very efficient even in its own legiti- 
mate sphere. A great thinker, Lionel Robbins, Professor of 
Economics in the University of London, recently said: “One 
of the most conspicuous and disquieting features of our time 
is the inefficiency of governmental institutions—not the in- 
ability of parliaments or dictatorships to ‘cure the depression’ 
—they have already done so much ‘curing’ as almost to kill 
the patient—but their inability to turn out laws which do 
not need to be revised within twelve months, their incapacity 
to pay sufficient attention to the great issues which States and 
only States can handle. . . . The congestion of governmental 
business all over the world is due not to the trifling imperfec- 
tions of this or that system of parliamentary procedure, but to 
the fact that parliaments are assuming responsibility for more 
than they can properly supervise. . . . The tendency to dic- 
tatorship in the modern world is an inevitable result of the 
fact that if democratic bodies attempt to go outside a certain 
sphere, either they do the business inefficiently or they abdicate 
their functions.” While the areas of governmental activity 
are being constantly enlarged, there is no corresponding en- 
largement of the capacity of public officials. Not even those 


great men who framed our organic law could devise any 
means for converting mediocrity into talent by putting it on 
the payroll or for transforming professional failures into 
super-statesmen by electing them to high public office. 

The ambitions and energies of those in authority should 
be directed toward making government efficient in those areas 
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where it properly belongs and not in extending its power into 
those fields where it has no business to be and where it can- 
not effectively function. Uncle Sam as a “traffic cop” for 
business is all right; Uncle Sam as a “‘back-seat driver” for 
business is a demonstrated failure. Government is not God, 
though many charlatans try to attribute to government 
Omniscience and Omnipotence. Spengler said that Bismarck 
was a master statesman because he practiced only “the art of 
the possible.” Government is in practical effect a group of 
human beings of average ability entrusted temporarily with 
the administration of public affairs. Even the best of thes 
administrators are not super-men. Moreover, super-men are 
“super” only in their own special fields. The late Will 
Rogers well said: “All of us are dumb, only in different 
lines.” 

There is not a man in American public life today who 
will not find enough work to tax his capacity if he will con 
fine his official activities to the efficient discharge of the con 
stitutional functions of his office. No president of the United 
States prior to 1933 ever found himself with ‘so much "leisure 
time” that he made any attempt to take over the management 
of the private business of the American people. None of 
them ever exhibited any ambition for an economic dictator- 
ship. 

I venerate the American Constitution as a guarantee of 
individual and economic liberalism. It is founded on the 
faith that for the vast majority of the American people, it is 
safe to permit their energies to be liberated and their spirit of 
enterprise to be encouraged. There is nothing in our Con- 
stitution or in our history to indicate that to be a liberal one 
must enlist in a crusade against the rights of property or ac- 
cept as a social therapeutic every proposed legislative “cure- 
all” which is sired by seductive hope and mothered by misty 
thinking. The late Justice Oliver Wendell Holmes, who 
was a great liberal, declared: “I have no faith in panaceas or 
nostrums.”” Abraham Lincoln, who is accepted by all the 
world as a great liberal, said: ‘“There should be no war upon 
property, or the owners of property. Property is the fruit 
of labor; property is desirable; is a positive good in the world. 
That some should be rich shows that others may become rich, 
and hence, is just encouragement to industry and enterprise. 
Let not him who is houseless pull down the house of another, 
but let him labor diligently and build one for himself, thus by 
example assuring that his own shall be safe from violence 
when built.” Liberalism has opened the avenue of oppor- 
tunity for hundreds of millions of the human race. It lives 
only in an atmosphere of freedom. As all history proves that 
autocracy and liberalism cannot coexist in the same country 
and at the same time, America must choose between the 
autocracy of Hitler and Stalin and the liberalism of Jefferson 
and Lincoln. 

The American people have never left the poor and needy 
to starve or the weak to perish and they never will. Nowhere 
else has there been such private and public humanitarianism 
as in these United States. But the American people have 
also insisted that those who had health and energy and muscic 
should avail themselves of every opportunity to transmute by 
labor those bodily assets into food, clothing and comforts. 
For 140 years there has been attained here an unparalleled 





degree of individual well-being under a government in which 
the great mass of the people were neither hampered nor pam- 
pered. I challenge any person to show me any place in the 
world where, under socialism or communism or any other 
form of “planned society,” individuals have achieved such a 
large share of life’s blessings as they have under the per- 
sonal and economic freedom guaranteed by the Constitution 
of the United States. Edward D. White, who as Chief 
Justice of the United States was universally revered both as 
jurist and statesman, said in 1914: “One of the greatest 
evils which threaten us is a growing tendency to suppose that 
every wrong which exists despite our system of government 
(and which would be many times worse if the system did not 
exist) is attributable to it and therefore that the Constitution 
should be disregarded or overthrown. Our duty is to be alert 
against the least encroachment upon fundamental constitu- 
tional provisions and to keep ever in the minds of the people 
the necessity of adhering to the Constitution if they would 
preserve the heritage which they have received.” 

I submit that these are some of the steps necessary to 
end our depression: 

(1) Liberate American business from the bog of bu- 
reaucracy and the blight of the Brain Trust. 

(2) Substantially cut down the government’s $130 a 
second intake in taxes and then cut down the government's 
$230 a second outgo until intake and outgo balance each 
other. We must bridle extravagance before it bridles us. 

(3) Quit taxing the bread of labor in order to raise 
money to subsidize scarcity, reward wastefulness and encour- 
age indolence. This Nation cannot permanently endure half 
subsidized and half subsidizers. 

(4) Those occupying positions where they command a 
national audience must quit misleading the people into the 
belief that regardless of whether they try to do anything for 
themselves or not, the government will providentially take 
care of them. Instead let these public pulpiters preach the 
old-fashioned gospel of individual initiative, self-help and 
self-reliance as Benjamin Franklin, Abraham Lincoln and 
Theodore Roosevelt preached and practiced it. 

(5) All Americans must awake to the fact that though 
for some time they have had their visions dazzled by rain- 
bow-tinted pictures of Utopia, they are still living in the 
same world they were born in, a world in which the old 
copy-book maxims are still valid, a world in which honesty 
is for individuals and nations not only right but “the best 
policy,” a world in which success is not to be achieved by 
“sleight-of-hand,” a world in which indolence is bound to 
be unremunerative, wastefulness wicked, work the way to 
wealth, well-doing the key to well-being, and where strength, 
prosperity and happiness are not governmental gifts but per- 
sonal achievements. 

(6) Since a so-called “planned society” is a negation 
of economic liberalism and means socialism and then a dicta- 
torship, let Americans, regardless of party, demand that the 
Chief Magistrate of this Republic and his closest advisers 
find their ideals and inspirations not in the “Das Kapital” 
of Karl Marx as in the last decade and a half Russianized, 
but in the Constitution of the United States, which he as 
President took an oath to “preserve, protect and defend.” 
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Industry’s Responsibilities Broaden 


By ALFRED P. SLOAN, Jr., President General Motors Corporation. 


Delivered before the Annual Dinner of the Congress of American Industry in Conjunction with the Annual 
Convention of the National Association of Manufacturers, New York City, December 4, 1935. 


confronted with many unusual situations—some aris- 

ing from within; others from without. The economic 
significance of these problems as affecting industry’s security 
and further progress is momentous. ‘Tonight, for the first 
time in several years, you meet under circumstances con- 
siderably altered. The atmosphere has changed. Things are 
better. There is no longer the widespread fear throughout 
the land as to the ability of our institutions to survive the 
onslaught of depression. These forces have, to a large ex- 
tent, spent themselves. They have been succeeded by the 
healing influences of world economic recovery. And, let me 
here inject an old, old story; at the same time, the most 
fundamental of all truths:—A recovery after a depression 
is as inevitable as that day follows night. It can not be 
permanently suppressed. Its vitality is so powerful that it 
will break down the barriers set up by the most arbitrary 
dictator. Hence there is developing a new confidence and 
a new faith in those principles which have formed the 
foundation of economic evolution and industrial progress 
during the past several decades—principles which we have 
been proud to call “American principles,” and for which 
we have been reared with a wholesome respect. There are 
still ‘lacking, however, the assurances of a broad and defi- 
nitely defined opportunity and the elimination of certain 
unsound economic policies, thus limiting the application of 
these vital principles we have always known and retarding 
their ability to accelerate our economic recovery. 


NOR several years past, American industry has been 


Hence there is unquestionably being built a foundation 
of fact and faith upon which industry can repair and go 
forward. But, are we to use the same tools and the same 
materials, or out of all the distress and the sacrifice and the 
broadened experience must we not find new standards of 
conduct and effectiveness—a new inspiration out of which 
to build a broader structure of usefulness with greater 
security than ever before? 

Now, what part does industry take in the great scheme 
of things? It is the most important instrumentality in the 
creation of wealth, and it can create a sound prosperity. 
Upon the soundness of industry’s thinking and the aggres- 
siveness of its action depend the security as well as the 
happiness of the people. Government, as such, creates 
nothing. It provides a structure within which industry may 
create. A forward thinking industry, free to capitalize its 
opportunities, means more and better jobs, new luxuries, and 
more luxuries for more people, with greater security for all. 

During the past few years it has become the vogue to 
discredit every instrumentality of accomplishment, be it the 
individual or the machine. It has been said that American 
industry is selfish. It would be far more just to say that it 
has been preoccupied—-preoccupied in exploring the secrets 
of nature and creating a continuous flow of new products, 


and through an ever advancing manufacturing technique, 
turning luxuries into necessities by bringing them within the 
reach of an increasingly large proportion of the community. 
Its accomplishments are the marvel of the people of all 
nations. None has what we have. And it is only the be- 
ginning. That is surely a record of which we may well be 
proud. 

But, as we look forward, and as we analyze the evo- 
lution that has occurred, I am convinced that industry’s 
responsibilities can no longer be adequately discharged, how- 
ever efficient and effective it may be, with the mere physical 
production of goods and services. As our national economy 
becomes more and more involved, the margin of error within 
which we can operate and maintain economic and social 
equilibrium, to say nothing of the vital urge for progress, is 
being constantly narrowed. Hence I believe that the time 
has been reached when a much broader responsibility must 
be assumed. We must develop ways and means by which to 
better correlate the industrial machine and its component 
parts with the national economy as a whole, in order to 
more effectively promote human progress and security and 
to advance civilization. Inaction will ultimately mean the 
challenging of industry’s position. Failure will bring, sooner 
or later, the urge for more and more interference from 
without—Government in business. And, if we fail to recog- 
nize and discharge this broadened responsibility, have we 
any adequate right to complain of the penalties that we must 
pay? 

Now, if we accept this viewpoint, we must establish an 
objective. For this, I turn to a document as to which recent 
events have instilled in every sound thinking American an 
even more wholesome respect and a greater admiration for 
its fundamental and forward thinking—the Constitution of 
the United States—the preamble of which recites, in sub- 
stance :— 

To promote the general welfare of all the people. 

In other words, we must move toward a soundly based and 
widely distributed economic well-being. This is the “theory 
of plenty,” as distinguished from the “theory of scarcity,” 
which has dominated our recent economic thinking and 
policies. I believe this objective to be in harmony with the 
desires, the hopes, and the ambitions of everyone—the most 
selfish—the most liberal. It is a platform to which labor 
and capital can both wholeheartedly subscribe. 

But, we must have a yardstick by which we can appraise 
and separate those proposals that promote our objective, as 
distinguished from those that retard our progress. Our 
yardstick, according to my thinking, consists of the most 
effective balance between the following :— 

First. The reduction in the real costs and selling prices 
of goods and services. 

Second. A more economic balance of national income 
through policies affecting wages, hours, prices and profits. 
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The first presupposes that industry must strive for the 
most economical use of labor and material—the highest 
technique of management and the capitalization of the most 
efficient instruments of production. The purpose, manifestly, 
is to bring selling prices within the range of the greatest 
number. The second recognizes the fact that, irrespective of 
what we may accomplish in expanding our markets from 
without, we must, to the most effective degree possible, de- 
velop the greatest possible consuming power from within. 
There lies our greatest opportunity. In other words, through 
the adoption of policies respecting wages, hours, prices and 
profits, and the separation of the latter between distributed 
and undistributed income, we must bring our capacity to 
consume in such relationship to our capacity to produce as 
will keep our wealth creating instrumentalities virile, thus 
enabling them to administer effectively to the needs of the 
people. Thus the problem is a broad one, for statistics prove 
conclusively that the amount of profits per se, that could 
possibly be distributed, no matter how far we went, in a 
practical sense is relatively unimportant. Taken together 
our yardsticks mean that every worker, executive and wage 
earner, must be made the most efficient producer, as well as 
the maximum possible consumer. Thus we advance the 
social and economic status of the community as a whole. 

Now, let us take our yardstick. Let us determine the 
value of every measure that has been promoted, irrespective 
of from whence it came, without prejudice, and with an 
open mind. Let us first segregate those distinctly emergency 
in character from those that will stand the acid test of time. 
We must liquidate those experiments which have no part in 
our forward program. Whatever purpose they may have 
served is ended. It is one thing to pool our resources for 
economic recovery, and quite a different thing to be willing 
to sacrifice those same resources and our future opportunities 
to force fundamental changes of permanent character, the 
outcome of which we can not contemplate with any degree of 
confidence. 

We must challenge industry’s thinking, its standards, 
and its methods, in terms of the broader demands of today 
and tomorrow. We must recognize the importance of the 
instrumentality of economic research, as a source of greater 
knowledge, just as we have successfully studied and capital- 
ized the secrets of nature through the instrumentality of 
scientific research. 

Let us suppose that we attack this problem aggressively. 
There is still a vital element lacking. It is not sufficient to 
convince ourselves as to what we should do, or what we 
should not do. Many of the most vital proposals that. we 
must deal with will involve action outside of ourselves. 
Therefore, we must promote an understanding on the part 
of the community as a whole of what industry consists; what 
it contributes; why it contributes; how it can contribute 
more, and why it may contribute less. We must do this in 
every possible way, not once, but continuously. We must 
first convince ourselves—those who have the prime responsi- 
bilities of the major policies of industry, as to these funda- 
mentals. We must develop a common understanding and a 
common conviction, for our progress will be accelerated by 
common thought and action. We must convince the organi- 
zations of industry as to the soundness or unsoundness of 


any particular proposal. This applies particularly to the 
workers within industry. They are importantly involved— 
their welfare is at stake. We must inform our stockholders 
—those who own industry. And right there we must not be 
satisfied with the record of yesterday, but we must develop 
an understanding of the influence of these vital questions of 
the day, in the terms of the possibilities and probabilities of 
tomorrow. Issues involving the direction America shall take, 
and the progress that America shall make for the long future, 
are before us. We must do all this courageously. Our re- 
sources, both of time and in substance, must be drawn upon 
for this purpose. This has now become our plain duty—a 
responsibility we can no longer dodge. In no other way 
can the economic facts with respect to industry’s progress 
and their influence on human progress be presented to the 
forum of public opinion. And this greater knowledge 
strengthens the foundation upon which democracy is based. 
The more our people discuss and debate these vital facts, 
the better their understanding; the surer and wiser will be 
the conduct of our national affairs as affecting human prog- 
ress. Industry’s opportunity to contribute will no longer be 
prejudiced by the acts of organized minorities. A political 
drive against sound economic principles can be successful only 
to the degree that the people do not understand. 


In accepting such increased responsibilities, industrial 
leadership is certain to be attacked. This must be recognized 
and accepted. And because our economic yardstick is sure to 
be more or less in conflict with political policy, industry will 
be accused of injecting business into politics— of being non- 
cooperative—unpatriotic. And many will say:—‘Things 
are better—that is sufficient for me.” That is the philosophy 
of self-satisfaction. It is the spirit of neither human prog- 
ress nor security. Recognizing the implications of certain of 
our present political policies, such an attitude places in 
jeopardy the very foundations of the American system. 
Therefore, criticism should not deter us. As long as we 
apply our yardstick without prejudice, and with an open 
mind, and with an honesty of purpose, tolerating only the 
highest standards of conduct and with due respect to the 
equities of all, we need not concern ourselves with such 
criticism. We must have confidence that a sound policy, 
honestly applied, must ultimately prevail. But it is important 
that we recognize that industry, as an institution, must not 
concern itself with promoting the fortunes of any political 
agency. It is solely concerned with establishing, in the public 
mind, a broader knowledge, a greater understanding as to 
the influence of any particular policy as that policy may 
promote or retard human progress, or protect or jeopardize 
our institutions. 


Let us consider certain problems of the day in which 
industry is importantly involved. 


First, let us ask whether our wealth creating agencies, 
particularly that of industry, are to be based upon private 
enterprise or political management. Irrespective of any 
opinion you or I may have, as to the details of what might 
be termed “Government Regulation of Industry” or “Regi- 
mentation of Industry,” it seems to me that we can not, 
either fairly or safely, evaluate any single component without 
first considering a fundamental question. That is:— 
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Will our ability to promote human happiness 
be increased by political management of the eco- 
nomic order, in whole or in part? 


We must consider this question from three standpoints. 
First, as to how much might be accomplished ; second, what 
is likely to be accomplished, and third, and most importantly, 
is to whether the limitations essential to any possible accom- 
plishments can be effectively maintained. 

In nearly all nations of the world there has come about 
a shifting of power between politics and economics. Govern- 
ment has everywhere come more and more into fields before 
dominated by private enterprise. America is no exception to 
this general rule. Throughout the world at the moment in- 
dividualism as a creator of wealth or private enterprise is on 
the decline. Hence a question naturally arises:—Has politi- 
cal leadership, commanding as it may, the resources of all, 
been injected into the economic structure to attempt to solve 
a situation, admittedly out of hand as an emergency measure, 
or is a new philosophy being evolved through action thus 
taken that will materially affect our future, now that the 
emergency has largely passed? 

Looking backward, we find other instances where the 
possibilities of carrying on under the existing system have 
been challenged, resulting in a field day for theories and 
panaceas promoted to rescue the social order from destruc- 
tion. Thus history repeats itself. But advancing technology, 
stimulated and capitalized by free enterprise, has always an- 
swered in the form of almost unbelievable developments, 
creating standards of living undreamed of before. And again, 
history will surely repeat itself. However, it would be most 
dangerous for individual leadership not to take account of 
itself and realize that each step forward intensifies the com- 
plications of the national economy and brings increasingly 
difficult problems in the relationship of industry to society 
as a whole. Such a situation can only be met by greater 
intelligence and a more profound understanding of the 
fundamentals and aggressive and forward policies based 
thereon. Hence “industry’s responsibilities broaden.” Its 
leaders must develop an enlightened and militant statesman- 
ship, for progress in the solution of these problems is vital. 
If this responsibility is mot assumed and discharged from 
within industry, it is bound to be superimposed from without. 

I can not see how any intelligent observer can have any 
possible faith in the capacity of political management to pro- 
vide either stability or progress, if it should set out to oper- 
ate the agencies of wealth creation, particularly industry. It 
is my firm conviction that any form of “Government Regu- 
lation of Industry” is bound to result in an ever-increasing 
interference with the broad exercise of initiative—the very 
foundation of the American system. That is the natural 
evolution of Bureaucracy. If that be so, might not the ul- 
timate logical result be the necessity for the socialization of 
industry through the break down of the profit system in- 
duced by accumulative effect of the ever-increasing political 
management? We do not need to go far afield to see definite 
evidences of that possibility. 

Therefore, I hold that political management, irrespec- 
tive of degree, can have no other result than lowering the 
ceiling of industry’s ability to contribute toward human 
progress. I am convinced that industry should stand united 





and adamant against such a proposal. I feel that Major 
Berry’s forthcoming conference in Washington is most un- 
fortunate. The impression that will be created will be a 
planned impression. It can not possibly be broadly repre- 
sentative of industry’s thinking or reflect industry’s experi- 
ence. It will confuse the public mind. It will inject uncer- 
tainty just at a time when recovery is being accelerated. 
And let us not forget the impetus that returning prosperity 
received upon the termination of the NRA. 

I do not mean to convey the idea that industry should 
not cooperate with Government. That is essential. But 
there must be a basis for cooperation. Of all the proposals 
now before us, or that ever will be before us, the one that 
will more greatly accelerate progress toward any objective 
whatsoever is intelligent cooperation. “Cooperation” is de- 
fined as—““To operate together for a common object.”” That 
implies a mutual confidence; a mutual respect and apprecia- 
tion of each other’s experience and good faith. Without that 
spirit prevailing, cooperation must necessarily fail. Unfor- 
tunately, that spirit does not prevail today. 

During the last few months, the social as well as the 
economic justification of “business bigness” has been chal- 
lenged, more particularly, I believe, as to the former count. 
We might well ask, does honesty of purpose reside only in 
smallness? Does the mere process of pooling common in- 
terests and talents of an enlarged group of individuals result- 
ing in an enlarged radius of activity, constitute in itself an 
offense against honesty, social justice or security? 

Nowhere in the world has there been placed in the 
hands of the average individual, the wealth of convenience 
and luxuries that has become the common property of the 
American people. The list is beyond enumeration :—radios, 
electric refrigerators, telephones, household equipment, auto- 
mobiles, motion pictures, farm implements—to mention only 
a few. It is inconceivable to think of American life without 
these common necessities. It is equally impossible to conceive 
of these common necessities being possible without the re- 
sources or resourcefulness of “business bigness.” 

Industry’s partnership with science became possible, in 
a practical way, only when industry acquired the enlarged 
resources to afford to science the facilities expressed in terms 
of equipment and capital that were necessary to the full 
development of the inherent scientific possibilities. ‘Business 
bigness” then became the agent of the scientist—the instru- 
mentality through which the mysteries of nature are trans- 
ferred into materially and socially useful goods to promote 
human advancement and human security. If “business big- 
ness” is to be condemned per se, there is imposed upon every 
man of industry, a limit beyond which he dare not go— 
beyond which he dare not think. There is built up an arti- 
ficial limitation of the human spirit; a hampering of the 
free action of the human mind; a definite ceiling to all 
future progress. Those who impose such limitation must 
believe that the world is finished; that there is no more 
wealth to be created; that progress is ended; that a static 
condition has come upon us; that we are to live upon the 
memory of past advancements. 

The industrial problem of today is the re-employment 
of the unemployed. It will never be solved by edict, preju- 
dice or threat, or by Government spending. It can only be 
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solved by intelligent action in harmony with the funda- 
mentals involved. If we are to restrict the ability of industry 
to produce things in a big way, we limit our ability to pro- 
duce those things at an equal cost. As costs rise, selling 
prices, likewise rise. As selling prices mount, consumption is 
reduced. As consumption is reduced, unemployment is in- 
creased. I[t is a vicious circle. 


How many of the conveniences mentioned would be 
possible if we were to trend toward the Guild system of 
manufacture of several hundred years ago? It is only by 
concentration in large units, making possible the use of the 
most efficient machinery, making known the advantages of 
the various things, new and old, by extensive advertising, by 
distribution on a national, usually on a world basis, so that 
they may be obtained by all, everywhere, that our unsur- 
passed standard of living has come about. 


“Business bigness” does not exist because of mere big- 
ness, because history shows that bigness comes and bigness 
goes, just as smallness comes and smallness goes. Business, 
big or small, survives only when it is based upon efficiency, 
when it delivers to the consuming public a greater dollar 
value than is obtained in any other way. To the extent that 
it thus serves, does it continue to exist and only to that ex- 
tent. The yardstick with which “business bigness” should be 
judged is not its size, but its ability to contribute to the 
welfare of the community and the manner in which it con- 
ducts its affairs in so contributing. 

The highest standard of conduct is essential in business 
—big or small. There should only be one standard, with no 
discrimination. But, in another sense, there is an important 
distinction. To my thinking, “business bigness” must have 
an even greater respect for the equities of others—a greater 
recognition of the broader responsibilities of industry. This 
is because of the greater power and influence, for good or 
bad, that flows from bigness itself. Failure on the part of 
a few leaders within “business bigness” to recognize these 
facts prejudices the position of the very great majority. And, 
not only that, it provides an opportunity for those who, 


through lack of understanding of fundamental principles, or 


to promote their own selfish interests or pet theories, are 
working to limit and, if possible, to ultimately destroy the 
benefits to humanity, flowing from the inherent advantages 
of large scale operation and great resources. 


I have already remarked that the “theory of scarcity” 
has been a dominating influence in many of our economic 
policies. In the case of taxation, however, there is involved 
the “theory of plenty” and there must now be involved the 
“theory of plenty more.” 


Every dollar of the billions that are being indiscrim- 
inately spent without accountability is a mortgage on the 
income, the savings, as well as the security of the people. 
It means a constantly lowering ceiling on the possibilities of 
the future, and the opportunities of the coming generations. 
Industry’s responsibilities involve no more important duty 
than to demand, with all the power at its command, that it 
be stopped—and now, before it is too late. There must be 
brought home to the consciousness of all that the more Gov- 
ernment takes, the less each one has—no one can possibly 
escape. 







There are other vital questions that might be discussed 
in detail, but time does not permit. I should particularly 
like to mention a word about obsolescence and its possibili- 
ties in promoting progress. Obsolescence has done much to 
make America what it is—the willingness to tear down and 
to reconstruct better and, usually, bigger. To promote ob- 
solescence is to accelerate progress. Industry can make a 
most important contribution toward progress if it will search 
for ways and means whereby obsolescence can be accelerated. 

The exploratory work that is being done toward break- 
ing down the barriers of international trade is not only most 
important, but is.a step forward in governmental relation- 
ships in that it puts international trade on a business instead 
of on a political basis. Here is an example of how economic 
nationalism can be modified, with an advancement of world 
civilization. Industry should encourage and support such a 
movement. And, to promote this expanded international 
trade comes the need of stabilization of the currency at the 
earliest possible moment. 

As to the Social Security Act, not one of us should 
question the desirability of establishing an orderly system, as 
against what we have had in the past—a disorderly one. It 
is solely a question of constructive ways and means. Ap- 
proaching it from that standpoint, industry has every reason 
to be alarmed at the social, economic and financial implica- 
tions flowing from the social security program, as finally 
enacted. The dangers are manifest. We can only hope that, 
through more complete consideration, there will come a 
recognition of the vital importance of extensive modification. 
Industry can do much to contribute to that cause. 

Industry certainly has a sound appreciation of the fal- 
lacious theory that we can increase employment by reducing 
the hours of employment per person. Manifestly, there can 
only be one result—a reduction in the total aggregate of em- 
ployment, and a resulting lowering of the standard of living, 
and yet that theory is apparently still with us. Hours, of 
course, should be reduced as technological advance makes 
possible, but by evolution and with due respect to the im- 
portance of also reducing the prices of goods and services, to 
expand the consumption and maintain employment. Let us 
do everything possible to increase the worker’s annual in- 
come in order to provide the maximum spread between the 
annual income and the necessities of life. Right there lies an 
important reservoir of purchasing power for the consumption 
of luxuries and semi-luxuries which mark the American 
standard of living, and in the production of which there is 
employment for untold millions. This question increases in 
importance as we reduce the maximum weekly hours of work. 

The problem of equality of purchasing power between 
the agricultural and the industrial communities is tremend- 
ously important to progress. Agriculture is a great source of 
creative wealth. It is a vital part of the consuming power 
of the nation. On the other hand, common sense dictates 
that the answer to this problem can not possibly be the 
present policy of “Paying Something and Getting Nothing.” 
Its solution appears more likely to lie in a suitable differential 
between the domestic price and the world’s price of agricul- 
tural products, thus broadening the opportunities for produc- 
tion through opening the markets of the world to American 
agricultural commodities. 
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Be all this as it may, the message that I want to leave 
with you this evening is not what my thinking may be as to 
these particular questions—that is quite unimportant. My 
objective is to impress upon you, the leaders of American 
industry, the vital necessity of searching aggressively, and 
with an open mind, for the fundamental truths in the 
broader relationships of industry to society; the separation 
of the truths from the fallacies; and the promotion of the 
broadest possible understanding on the part of all the people, 
as to the effects of these fundamental truths on industry’s 


ability to accelerate human progress. Industry must further 
expand its horizon of thinking and action. It must assume 
the role of an enlightened industrial statesmanship. To the 
extent that it accepts such broadened responsibilities, to that 
degree does it assure the mairtenance of private enterprise, 
and with it the exercise of free initiative, as the sole creator, 
just as it must always be the most efficient creator, of wealth, 
hence are advanced the causes of human happiness and se- 
curity—the most fundamental of all fundamentals. 





“Your excellent enterprise ought to be greatly appreciated by all 


schools and colleges. It ought to be ‘required reading’ in all Civics classes 


as well as classes in Modern History and Government. 


Members of 


‘Current Events’ classes and all who are interested in following the 


course of political thought should be very grateful to you for making 


available the unedited and unexpurgated views of our public men. 


By 


giving both sides of the question you make possible a real Forum where 


the thinking citizen can make his decisions without being affected by 


fatigue, applause or personal charm—or the lack of it.” 


ForMER SENATOR HirRAM BINGHAM of Connecticut 
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